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'FOREIGN AFFAIRS

Vol. 52 APRIL 1974 No. 3

THE STRUGGLE FOR THE
WORLD PRODUCT

Porrrics BETWEEN POWER AND Moravrs

By Helmut Schmidt

is asked to forecast the future development of interna-

‘NYONE who, in these weeks and months of the “oil crisis,”
4 tional economic relations and who looks for fixed data

and reliable trends to support his forecast will soon run into seri-

ous difficulties. Even after the mid-February Energy Confer-
ence in Washington, the impression, disturbing in many respects,
remains that the world economy has entered a phase of extraor-
dinary instability and that its future course is absolutely uncer-
tain; it may bring stability, but also still greater instability. More
integration, closer codperation, an improved division of labor
may increase the overall prosperity of nations. But the future
course may just as well be characterized by disintegration, na-
tional isolation and the search for more self-sufficiency, thereby
enhancing the contrasts already existing in the world.

It would be wrong, of course, to believe that the o1l price ex-
plosion was the only cause of instability. But the massive increase
in oil prices has clearly revealed the actual fragility of this
claborate system of economic relations among the nations of the
world, from the structure of their balance of payments to their
trade policy. To use energy nomenclature: just as a high-energy
neutron breaks through the electrical shielding which surrounds
ihe atom and penetrates into the nucleus, oil has shaken the very
" undations of the present world economic system. And just as
v nevtron may induce oscillation and shatter the nucleus, oil
S sl.atter the laboriously built structure of the world economy.
¢ ¢ wlerisis may touch off a chain reaction of destructive forces,
but—if properly harnessed and controlled—it may just as well
help to improve international coéperation, if all those concerned
join in the cfforts to find the common denominator of what 1s
going on these days between the Libyan desert and the Gulf
of Maracaibo, and if they build a policy of reason on that com-
mon denominator.

11
At this present stage there can hardly be any doubt that, long
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international economic policy was moving toward a critical
phasc. It is no longer possible to ignore the fact that difficulties

RGHT



that this has happened durmg a perlod of worldwxdc new pro-
duction records. Whereas, on the one hand, the world economy
was experiencing a fantastlc boom, there was, on the other hand,
growing uneasiness about the institutions, particularly the slow-

ness with which they were adapting to changmg conditions, to

new tasks and objectives, in order to ensure a greater equality of
starting conditions among nations and to enable an undistorted
exchange of goods and services among them. The crisis toward
which the world economy was moving was not so much one of
production as a crisis of its institutions in structural respects. In
particular, the rules governing the exchange of goods and ser-
vices were questioned on an increasing scale.

The protracted ill-health of the Bretton Woods system was

one of the most significant symptoms of this development. Under

the impact of the cumulative effects of inflation and speculative
crises, this system finally collapsed and thus ceased to exist as an
integrating factor. Ultimately, the system broke down because it
failed to provide the framework for an orderly exchange of
goods and services. Bretton Woods benefited some countries more
than others—particularly the strong more than the weak—and
above all it burdencd the international monetary system with the
payments deficits of the superpower. And thus it is not astonish-
ing that, finally, a system that initially had been so successful
should have produced interventionist policies on an increasing
scale rather than greater cconomic freedom.

Even with imagination and expertise, it is difficult to establish
a new and better system. It is difficult to create a supranational
standard of value which is not at the same time a national cur-
rency, like the dollar, or a commodity used for speculative pur-
poses, like gold. The “Special Drawing Right,” as an artificial
numeraire without a market price, and with official parities only
for transactions between central banks, was to be declared a pri-
mary currency reserve and to be made so strong that it could win
the necessary confidence. There were to be fixed but adjustable
exchange rates. In addition, it was intended to ensure that the
extent and duration of payments imbalances should be appre-
ciably reduced, that the facilities for financing such imbalances
should be limited rather than expanded. All countries were to
be obliged to settle payments balances from their own reserves.

The process of evaluating the pros and cons of the proposed
monetary rules is still under way. What has so far emerged, after
lengthy negotiations in some of the most beautiful cities of the
world—including Nairobi, the modern metropolis in East
Africa, and Rome, the ancient metropolis of Westérn civiliza-
tion—is at lcast a basic concept. Luckily, there has-also been
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found an interim solution to the xmportant'qucstlon of the valua-
tion of the Special Drawing Right: the yardstick is to be the
average value of a “basket” of major currencies instead of the
U.S. dollar. On the other hand, however, there has so far been no
decision on the question of how to finance the payments deficits
of the less-developed countries; this question, though at first
glancc it appears to be of sccondary importance from the point
of view of monetary policy, is actually very important in the




Approved For Release 1999/09/02 : CIA-RDP79-01194A000200010001-3

light of recent developments. It is certainly true to claim that,
despite open flanks, the understanding for the common cause has
increased and that therefore the continents have moved closer to-
gether in certain fundamental views. But even if all moral acces-
sories are left aside, nobody-—including the author of these lines
—would be able to say just when the new system can be put into
operation. FFor nobody, in view of the still incalculable effects of
the dynamic changes in the terms of trade, can confidently claim
to be in a position to determine new fixed paritics and afterward
defend them against market forces. '

There arc more symptoms of this struggle for new and better
rules—e.g., in commercial policy. Last year we witnessed a
peculiar, and largely unnoticed, formalisfic dispute both within
the European Community (EEC) and between the latter and
the United States as to whether and in what form a connection
was to be established between the reform of the infernational
monctary system and the new multilateral trade negotiations
(GATT) in Tokyo. France had initially requested that the new
GATT Round should not begin until fixed parities had been
reintroduced. The other European countries advocated concur-
rent efforts toward further liberalization of trade and monetary
stabilization. The United States, on its part, was ready to support
this formula of concurrent efforts only if it was clearly expressed
that an efficicnt monetary system also called for a commercial
policy prone to adjustments.

All this looked likc a dispute on formal issues only. But, at the
same time, it was the expression of fundamentally different posi-
tions: monetary matters first and trade afterward; or monetary
matters and trade at the same time; or trade promoting monetary
matters—these are concepts which may call for different ap-
proaches on the part of the nations concerned, and possibly the
acceptance of economic disadvantages or sacrifices. Meanwhile,
this dispute has taken on a purely academic character.

The Conference held last September in the Japanese capital
was an examplc of the above-mentioned concurrency and its
ultimate results are still largely incalculable. The opening decla-
ration of Tokyo is by no means the Magna Carta of an open
world economy based on division of labor, although any reason-
able person will accept the objective that the new GATT Round
should promote the further liberalizition of international trade
in order to raise the standard of living and increase the prosperity
of nations. He will likewise endorse the general claim that exist-
ing customs barriers should be lowered further and other trade
barriers reduced or removed.

But the burcaucratic infighting behind these fine words is still
going on, as is the struggle over the prices of raw materials. The
wrangling is about tariff headings, preferences and counter-
prefercnces, the purpose and extent of protectionist measures.
Fere, too, as in monetary matters, national interests play a prom-
inent role. Not all countries, for instance, are as vitally interested

-n the largest possible degree of freedom for world trade as the

Federil Republic of Germany. Thus, countrics which have only
just begun to build up industries at enormous social cost will not
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cdmbines of industrialized countries. On the other hand, even CPYRGHT
i] highly developed countries there are certain sectors whose
cdmpetitiveness is limited ; a casc in point is the German clothing

iddustry, which is complaining about low-priced shirts being
ithported from Formosa and Hong Kong. Such sectors cannot
stand up to international competition and genuine social prob-
s are created in the countries concerned when economic activ-
is running at a low ebb.

Agriculture will probably continue to be a further reservation
i} the system of a free exchange of goods and services. Agricul-
thre is the spoiled child of protectionism, not only because gov-
chaments vie for farmers’ votes, but also because—understand-
aply—every country is anxious to prescrve its own minimum
sis for feeding its people. This statement can be proved by
rd-and-fast figures if one looks behind the scenes of European
ak well as U.S. agricultural policy. To the outside observer, the
olicy of European integration appears to be a puzzling tug-of-
ar over egg prices or wine quotas. Both in Europe and in the
nited States, the baffled consumer will often have the impres-
slon that relationships between the two are determined exclu-
sfvely by soybcans and Arkansas chickens. Those who resent the
conomic power of the United States speak of the American chal-
lknge, and there may even be such strange excesses as the claim
at the consumption of American chickens results in impotence.
Nor can we be certain that free capital movements are wel-
omed everywhere. Did not American newspapers, for instance,
ublish malicious reports on an allegedly unlimited stream of
erman capital into the West? Some people already saw the
lace swarming with Teutonic roughriders lassoing American
dattle. And was not the United States somewhat vexed about the
ssociation policy of the EEC, which was cven alleged to be striv-
ng for hegemony over the United States? Someone even invented
he malicious quip that the Sixth Fleet in the Mediterranean
fvould probably soon have to file an application for association.
Meanwhile, however, it will have heen realized from New
Vork to San Francisco how difficult it still is for Europeans to
ranslate their dream of a political union into reality. It is not
vithout protracted and painful labors that the Regional Fund 1s
being created, which so far is the latest of the instruments of
[Luropean unification, following the Agricultural Fund, the So-
ial Fund and the somewhat jll-fated monctary “snake.” And 1t
L conceivable that Europe’s failure to tackle the oil crisis by pur-
kuing a common policy will have an impact on the further process
bf unification.

. : - dImo

What is the rcason for this statc of affairs? Why is it that 30
Lears after Bretton Woods the urgently needed reform of the
nternational monctary system makes so little headway? Why is
¢ that nations find it so hard to soften their protectionist trade
ystems and to give their trade policies a ncw, open and equal
itructure? Why is it that after almost two decades of effort to-
vard European unification, European political union is still un-

ras
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toms tariffs and posted prices? And the oil problem which now
creates new and very strong tensions, is its nature not basically
the samce?

David Ricardo would certainly not like this state of the world
cconomy and its institutions if he saw it. But he might congratu-
late himsclf on the skepticism and foresight he showed in dis-
cussing the consequences of the frec trade thesis of his teacher,
Adam Smith. Admittedly specialization, division of labor and
frce trade across national boundaries have increased the wealth
of nations and caused an immense supply of goods in the same
way as the division of labor increased production within a single
nation. But the main problem then is to define the laws which
determine the distribution of this enormous output; it might be
added: which determinc the “fair” distribution, the “equitable”
price, the “proper” value.

Even today, these “laws” have not yet been defined. The most
ingenious theories of distribution in most cases explain only parts
of the problem or are infeasible in actual practice. What remains
are resourceful bickerings over the results of the joint efforts, a
game full of ruses and little tricks, with strategies of threats,

attrition and fatigue, of overnight conferences and dissolved

mectings, a game of coalitions and cartels. What we are witness-
ing today in the field of international economic relations—in the
monctary field and now in the field of oil and raw material prices
—is virtually the same as what is going on between trade unions
and employers’ associations on the national level. It is a struggle
for the distribution and uvse of the national product, a struggle
for the world product. .

But whereas the struggle for distribution has hitherto been
fought within the framework of monctary and commercial rules,
it has now become a strugygle over prices as well and has thus
taken on a new and in many respects dangerous dimension,
The struggle over oil prices may be followed tomorrow by a
similar struggle over the prices of other important raw materials,
And since what is at stake is not just pawns on a chessboard, but
the peaceful evolution of the world economy and the prosperity
of the nations of this world, we need a politically sound phi-
losophy if we arc to win this dangerous fight.

v

It would be a mistake to approach the oil problem with 1llu-
sions, with a swashbuckling rattle of the sword in the manner of
a past century’s gunboat diplomacy or in an egotistical overbc‘ar-
ing manner. This is no way in which to conduct the distribution
combat! Each side, the oil-producing and the oil-consuming
countries, must learn to understand and appreciate the other’s
interests, means and possibilities, since there is no other way of
avoiding abortive actions and corresponding reactions. The hec-
tic events of the past nine months appear to indicatec that this
point has by no mcans been fully grasped.

Qil consumers would be well adviscd to examine the o1l pro-.

ducers’ motives impartially. It is true that, in the Middle East,
current political issues have a_bearing and that, to this extent, o1l
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s considered a political weapon. But, in essence, the oil price
ssue is not one of a clash over the Sucz Canal, the West Bank
br Jerusalem. What the oil producers, and not only the Arab
bnes, have in mind is to increase their share in that portion of the
world product which is ereated with the aid of oil, the most 1m-
portant raw material for years to come. And they are able to do so
o the extent that increased oil prices push up the import figures
bf oil-consuming countries at a ratc higher than that at which the
latter are able to step up their prices of exports.

The oil consumers would do well to grasp that this is exactly
what is intended and not to allow certain facts to be repressed
into the subconscious mind, especially the present distribution of

producing countries on the other. If, for instance, U.S. per capita
income in 1971, i.e., a year prior to the start of the present price
measures of the OPEC countries, were taken to be 100, the latter
countries’ figures for 1971 would be as follows: Kuwait 75, Abu
Dhabi 49, Qatar 45, Libya 28, Venezuela 21, Saudi Arabia 11,
Iran g, Iraq 7, Nigeria 3, Indonesia 2, :
And these figures are by no means a truce reflection of the actual
level of wealth attained in those countrics; the disparity, in real
terms, for the bulk of the population can well be assumed to be
greater than these figures reveal. And it is this gap in incomes Of
wealth that alone should be taken to motivate the oil countries’
policies.
Scen from this angle, the Western industrialized countries,
including Japan, being oil consumers, can hardly avoid acknowl-
edging the merits of the oil countries’ claim, secing that cheap
oil was in the past a major factor in the former countries’ growth.
They should not blind themselves to the fact that the times of
cheap oil are past and gone. A posted price of $1.80 per barrel
of Arabian oil from the Persian Gulf, as it prevailed in January
1970, will not recur. It will not do so because oil producers, fol-
lowing ten years of systematic OPEC policies and aided by 20
years of careless energy policies on the part of the consumer coun-
tries, now have the power—in the form of the OPEC cartel—to
achieve by increasing their prices the distribution pattern they
desire. They have the power of those who control resources in
short supply, resources which are of ijmportance, in limitative
respects, to a multitude of production lines in industrialized
countries. There is so far absolutely no substitute for oil and its
derivatives available at short notice; at the most, a sort of fringe
substitution might be possible in alternative fuel power stations.
Certain economies in quantities consuriied are, however, possible
_atshort noticcand thatalone would involve considerable changes
‘1 consumer habits. In other words: as a short-term proposition,
the clasticity of demand for oil and its derivatives is very slight,
and thus the conditions are right for an independent price policy.
On the other hand, oil producers would do well not to regard
the new independence and power they have in pricing to be a
device which is devoid of all limitations and consequences, espe-
cially in view of the effects this may have on the very existence
of the developing countries. They should proceed with care

Appr
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wealth between industrialized countries on the one hand and oil- .
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UL BLIFARS: T reld ot "action.” In 'doing so they shou
above all not allow this newly grown consciousness to mislcad
them when assessing the industrialized countries’ economic pos-
sibilities. I'or although there is only a very slight possibility
of substitution for oil at short notice, there is a limit to the
price that can be charged. In the short run there is at least a
point beyond which economic stability would be in jeopardy.
And that point is reached whenever the industrialized countries
are confronted with intolerable adaptation and reorganization
problems incapable of being solved at short notice and are thus
driven into employment crises or toward an ceven higher rate of
inflation. In this context, I do not wish even to contemplate a
point—at least theoretically conceivable—beyond which the irra-
tional use of force might ensue.

But if we think in terms of five to ten years, the elasticity of |
the demand for.oil will rapidly increase. Oil used for heat-pro- -

ducing purposes will become substitutable as soon as the price of
oil equals or exceeds that of alternative sources of cnergy. How-
ever, scope for substitution is smaller in certain scctors of trans-
portation and of the petrochemical industry. In the long run,
though, oil could be replaced by electricity even in the field of
transportation, for instance if nuclear energy were available to a
greater extent, and long before that coal will have been assigned
a larger role as a basic material in the chemical industries.

For these reasons, oil-producing countries would not only be
gravely misjudging the power they wield but also be jeopardiz-
ing their own interests if they were to try to attain maximum
absorption on a short-term basis. It would run counter to their
own long-tcrm interests if oil-producing countries were to pursuc
a price policy that would drive Western industrialized countries
onto the verge of, or even right into, crises: you do not kill the
goose that lays the golden egg. Extreme, supermonopolistic ab-
sorptions simply are no sensible strategy if the object is to narrow
the income gap between the group of industrialized countries
and the group of oil-producing countries. But the most impor-
tant aspect is that such a policy would force the industrialized
countries to resort to sweeping crash programs designed to
direct their entirc resources, their entire sophisticated technology
to the substitution of oil or to the exploitation of unuscd oil
reserves (sands, shales). Consequently, in the long run the effect
for the OPEC countries might well be reversed. As far as the
interests of the oil-producing countries are concerned, the opti-
mum solution would therefore not lie in a short-term maximum
absorption but rathcr in an absorption that is achicvable and
folerable on a long-term basis.

With this in mind, a major question mark remains over the
present otl-price policy. Price tncreases have been so exorbitant
that, as a result of changes in incomes and demand, serious reper-
cussions, particularly on employment, cannot be ruled out. In
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ware of the strain which they impose on a fragile monetary
stem through their sudden withdrawal of purchasing power.

Therefore, even if onc recognizes—as 1 do—that producer
ountries have a good case for claiming a greater share, there

i1l have to be negotiations on the size and terms, because-a new
quilibrium cannot be the result of monopolistic practices and

cchanisms, but will have to be brought about by balanced
judgment and advance planning. Producer and consumer coun-
ries will have to sit down at the same conference table. In those
alks, the oil-consuming industrialized and developing countries
hould not be forced at short notice to lower their standard of
brosperity at the expense of their social stability. Itshould on the

Fontrary be in the interest of the oil-producing countries, as well,

o ensure that they can satisfy their requirements by being able

to draw upon industrialized countries’ national products that are

in a process of growth and possibly even undergoing structural
changes for the better.

At the same time, the problem of the usc of the enormous

[monetary purchasing power now accruing to the oil-producing

countrics should be discussed, since this will have repercussions

on the employment situation_in the industrialized countries and
on the extent of unavoidable structural changes. The search foi
solutions will certainly not be facilitated by the fact that therg
is no homogencity of interests in cither group. Some of the oil
producing countries such as Iran and Venezuela will—at leas
on a medium-term basis—be in a position to utilize the accruing
purchasing power for, say, internal investment projects destined
to expand their own production capacity. To this extent they wil
become importers of industrial goods and consequently triggef
off a corresponding demand for export goods in the industrialf
ized countries. Here lic welcome chances for economic and
technological codperation aiming atan accelerated industrializa
tion of the oil-producing countries; this approach will requir
the development of coordinated programs. Other countries suc
as the sheikdoms of the Persian Gulf, Saudi Arabia and pos
sibly Libya will—even on a medium-term basis—not be able
to absorb the additional purchasing power within their owh
frontiers. They will, in other words, not increasc their imporfs

I
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and conscquently not bring about an increase in demand fdr
export gonds; they will invest their monctary capital in othg
countries rather than spend it. This will result at first in th
accumulation of huge, readily disposable amounts running in bi
lions, which could well flow back to the industrialized couf-
tries as capital imports. Such amounts might also be made avai

able to countries of the Third World which in turn could ufe

“them for buying export goods from industrialized countries.
The situation on the part of the oil-consuming countries [is
equally differentiated. Some of the industrialized countries afe
more seriously affected than others, the degree varying primarify
according to the extent to which they are dependent upon il
imports and according to the previous position of their currept
account and their balance of payments in general, and finally,

according to their export capacity. Countries with a current
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above all not allow this ncwly grown consciousness to mislcad
them when assessing the industrialized countries’ economic pos-
sibilities. For although there is only a very slight possibility
of substitution for oil at short notice, there is a limit to thc
price that can be charged. In the ';hoxt run there is at least a
point bryond which cconomic stability would be in jeopardy.
And that point is rcached whencver the industrialized countries
are confronted with intolerable adaptation and reorganization
problems incapable of being solved at short notice and are thus
driven into employment crises or toward an even higher rate of
inflation. In this context, I do not wish even to contemplate a
point—at least theoretically conceivable—beyond which the irra-
tional use of force might ensue. :

But if we think in terms of five to ten years, the clasticity of
the demand for oil will rapidly increase. Oil used for heat-pro- -
ducing purposes will become substitutable as soon as the price of
oil equals or exceeds that of alternative sources of cnergy. How-
ever, scope for substitution is smaller in certain scctors of trans-
portation and of the petrochemical industry. In the long run,
though, oil could be replaced by electricity even in the ficld of
transportation, for instance if nuclear energy were available to a
greater extent, and long before that coal will have been assigned
a larger role as a basic material in the chemical industries.

For these reasons, oil-producing countries would not only be
gravely misjudging the power they wield but also be jecopardiz-
ing their own interests if they were to try to attain maximum
absorption on a short-term basis. It would run counter to their
own long-term interests if oil-producing countries were to pursuc
a price policy that would drive Western industrialized countries
onto the verge of, or even right into, crises: you do not kill the
goosc that lays the golden egg. Extreme, supermonopolistic ab-
sorptions simply are no sensible strategy if the object is to narrow
the income gap between the group of industrialized countries
and the group of oil-producing countries. But the most impor-
tant aspect is that such a policy would force the industrialized
countries to resort to sweeping crash programs designed to
direct their entirc resources, their entire sophisticated technology
to the substitution of oil or to the exploitation of unuscd oil
reserves (sands, shales). Consequently, in the long run the effect
for the OPEC countries might well be reversed. As far as the
interests of the oil-producing countries are concerned, the opti-
mum solution would therefore not lic in a short-fterm maximum
absorption but rather in an absorption that is achievable and
tolerable on a long-term basis.

With this in mind, a major question mark remains over the
present otl-price policy. Price mcreases have been so exorbitant
that, as a result of changes in incomes and demand, serious reper-
cussions, particularly on employment, cannot be ruled out. Ia
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aware of the strain which they impose on a fragile monetary
system through their sudden withdrawal of purchasing power.

Thercfore, even if one recognizes—as 1 do—that producer
countries have a good case for claiming a greater share, there
will have to be negotiations on the size and terms, becausc'a new
equilibrium cannot be the result of monopolistic practices and
mechanisms, but will have to be brought about by balanced
judgment and advance planning. Producer and consumer coun-
tries will have to sit down at the same conference table. In those
talks, the oil-consuming industrialized and developing countries
should not be forced at short notice to lower their standard of
prosperity at the expense of their social stability. It should on the
contrary be in the interest of the oil-producing countries, as well,
to ensure that they can satisfy their requirements by being able
to draw upon industrialized countries’ national products that are
in a process of growth and possibly even undergoing structural
changes for the better.

At the same time, the problem of the use of the enormous
monetary purchasing power now accruing to the oil-producing
countries should be discussed, since this will have repercussions
on the employment situation in the industrialized countries and
on the extent of unavoidable structural changes. The search for
solutions will certainly not be facilitated by the fact that there
is no homogencity of interests in either group. Some of the oil-
producing countries such as Iran and Venczuela will—at least
on a medium-term basis—be in a position to utilize the accruing
purchasing power for, say, internal investment projects destined
to expand their own production capacity. To this extent they will
become importers of industrial goods and consequently trigger
off a corresponding demand for export goods in the industrial-
ized countries. Here lie welcome chances for economic and
technological codpcration aiming at an accelerated industrializa-
tion of the nil-producing countries; this approach will require
the development of coérdinated programs. Other countries such
as the sheikdoms of the Persian Gulf, Saudi Arabia and pos-
sibly Libva will—even on a medium-term basis—not be able
to absorb the additional purchasing power within their own
frontiers. They will, in other words, not increasc their imports
and conscquently not bring about an increase in demand for
export goods; they will invest their monetary capital in other
countries rather than spend it. This will result at first in the
accumulation of huge, readily disposable amounts running in bil-
lions, which could well flow back to the industrialized coun-
tries as capital imports. Such amounts might also be made avail-

~ able to countries of the Third World which in turn could use

them for buying export goods from industrialized countries.
The situation on the part of the oil-consuming countries is
equally differentiated. Some of the industrialized countries are
more seriously affected than others, the degree varying primarily
according to the extent to which they are dependent upon oil
imports and according to the previous position of their current
account and their balance of payments in general, and finally,

Appr

according to their export capacity. Countries with a current
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account surplus, i.c., countrics which have so far not uscd their
entire national product internally for consumption and invest-
ment, but have made part of it available to other countries,
thereby acquiring monetary claims, are hardly expected to run
into difficulties. This applies, for instance, to the Federal Repub-
lic of Germany, whose current account surplus is quite sub-
stantial. For the Federal Republic, even the increase in oil prices
will presumably not result in a current account deficit. German
export industries cnjoy a high reputation in potential purchasing
countries. In addition, the Deutsche Mark is backed by a very
large monctary reserve so that any lean period could easily be
overcome. The effects of the increases in oil prices on income
will of course also be felt by countries with a strong monetary
position.

Other countries whose balance of payments have hitherto been
in equilibrium or have already shown a deficit, particularly a
number of less-developed countrics, may well run up such huge
deficits on current account that they might very shortly be facing
enormous financial gaps resulting in an immediate and urgent
necessity either to step up exports or to reduce imports. Such a
situation is extremely dangerous for the future of the whole
world economy. But it would be a great mistake if cach individ-
ual country within the group of il consumers were now selfishly
to try to solve its payments and employment problems by pursu-
ing beggar-my-neighbor policies at the expense of its trading
partners. Any relapse into largely bilateral bartering would be
just as dangerous as any reintroduction of trade restrictions. Nor
should therc be any competitive devaluation. After the Wach-
ington Conference, we can only hope that, however justified the
concern about specific national problems may be, the common
interest will not be forgotten. Otherwise, an arrival at the point
of no return cannot be ruled out.

The present fexibility of exchange rates may well facilitate
the adjustment process, but it should not be allowed to lead to
excessive downward floating. Any current account deficits that
would remain if a compensatory increase in exports cannot be
achicved at short notice might well be financed from the sur-
pluses of oil-producing countries. The point would be to release
capital flows of more or less the same size as the various current
account deficits of oil-consuming countries. A large-scale con-
centration of investments in a few individual countries would
create well-nigh insurmountable difficulties both for the latter
countries and for those which fail to balance their current ac-
counts for lack of capital imports. Should the earnings of the oil-
producing countries, rather than being invested on a long-term
basis, remain “mobile” as a whole and be capable of being moved
at short notice out of one currency into another and from one
investment outlet to the next, there would furthermore be new
serious risks for the monetary situation. :

Of coursce, a certain portion of the investment-sceking oil funds

will find its way to consumer countrics automatically : in the form

of direct investments, investments in securitics, credits and bank

deposits, cither direct or via existing or new Euromarkets. Coun-
)

A

Approved For Release 1999/09/02 : CIA-RDP79-01194A000200010001-3

CPYRGHT



ApprovediEorReleaseuk999(09{02na CINIRDRE S0 94AR002000t0001;3 CPYRGHT
of these monies might remedy the situation by offering invest-
ment incentives or possibly by issuing foreign currency bonds,
though there should be no free-for-all in the field of foreign
bonds. '

If, in the choicc of countries in which to invest 0il funds, pref-
erence were to be given to those with strong currencics, the lat-
ters’ private scctor investment outlets might prove insufficient.
If so, it might be advisable to examine whether public invest-
ment outlets could be expanded. Above all, the countries con-
cerned would have to ask themselves whether they were in a
position to act as “marshalling yards” for international capital
flows. They would have to try to offset inflowing liquidity by
capital exports and this might entail the willingness to accept
financial risks. Two countries that might be capable of under-
taking this very difficult task could, for instance, be the United
States or even the Federal Republic of Germany. Such a “mar-
shalling yard” could help to direct the capital outflow selectively
into those countries which—as a result of the oil crisis—are faced
with major balance-of-payments problems. In the first place,
however, this task would be a matter to be tackled by multina-
tional institutions.

v

No matter what action the industrialized countries may take
to wipe out balance-of-payments current-account deficits, the
fundamental problem as such will remain unsolved. A process
of shifts in patterns of income has been set in motion on a huge
scale. The questions facing the industrialized countries are what
strategy they should reasonably pursue and whether they are
well advised to rely on capital imports in attempting to come to
a long-term solution of their internal employment and financial
problems. During a transitional phase this surely should be pos-
sible and might even be necessary in order to give the indus-
trialized countries concerned time to adapt.

What will probably be unavoidable in the long run is a process
of structural changes which would, among other things, increase
the export capacity of those industrialized countries whose ex-
ports now Bow at a low level. This results from the pressure of
the Third World’s dire needs. These would increase if the now-
beginning process of transfers of purchasing power were to be
strictly confined to industrialized countries on the onc band and
oil countrics on the other, especially if the released investment-
seeking oil billions flow back in the opposite direction. The de-
veloping countries are in danger of being left high and dry.
Their very existence is threatened by increasing oil prices.be- . b .
cause they do not have as high a net-product as the industrialized ]
countrics to draw upon. For those who view the prosperity gap
between the rich and the poor of this world with concern, every
cffort must be made to see that the oil producers place that por-
tion of their additional purchasing power which they are unable
to absorb at home directly at the disposal of developing coun-
tries to make cilcctive the latter’s demand for imports from
industrialized countries. 10
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The international organizations, too, will have to join in the
¢fforts to channel the investment-secking funds of oil countrics
o where they are needed to lessen the differences between Jevels
of income. The International Monetary Fund (IMF), the
World Bank, the International Development Agency and the
regional development banks will in the future have to rely on
those countries much more than before when seeking to obtain
lending funds, even if—as I hope—the industrialized countries
do not reduce their development assistance below its present
level.

In the long run, thercfore, the oil countries will also be facing
the problem which now is accompanying development assistance
[rendered by industrialized countries. Mere financing of credit
to developing countries will not be sufficient in the Jong run. The
rate at which most countries of the Third World are accumu-
flating capital resources of their own is so Jow that it is hardly
possiblc to set in motion an accelerated process of self-develop-
ment merely by offering them assistance in the form of credit,
[beccause most of their gain in productivity is eroded by their
commitments to pay intcrest on, and repay the principal of, loans.
Thus, in the long run, there will have to be more genuine
transfcrs of real resources in order to provide the less-developed
nations with a genuine basis for continued self-development and
thus also to decrease social and political tension. The oil-produc-

market position for obtaining a larger share, in real terms, in the
world product. This share is considerably larger than all the
development aid being provided by industrialized countries.
Thus, some of the oil producers are automatically beginning to
share in responsibility, a responsibility that they cannot shirk.

Obviously, the developments sparked by the increase in oil
prices can hardly be brought under control unless there is a
change in consciousness of the matter in public opinion. What
is nceded is a fundamental change in patterns of behavior both
among individuals and among nations. This also applies to
the question of a less wasteful use of each country’s own resources
and its attitudc toward cconomic growth. The richer nations will
have to realize that the product of national labor will not invari-
ably be fully available for domestic distribution. It will not be
easy to make the general public lastingly conscious of this fact.
Developments along these lines have already started in Eu-
rope. Of course, the model of the Europcan Community is not
capable of being applied automatically to other parts of the
world. Europecan integration is an historically necessary process

that must be measurced against European criteria. In prir}ciplc
there is already a substantial levelling out of differences in re-
sources between the countrics of Western Europe. The huge gap
between incomes in the industrial centers on the line from Ham-
burg via the Rhine to the Rhone, including Northern Italy, on
the one hand, and major parts of Southern Italy, Ireland and
Scotland on the other, will stand up to a comparison with the

corresponding gap betwecn certain industrialized countrics and
certain developing countries. The United States has a compar-

ing countries are now succcessfully making the most of their
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able North-South problem. From the very outset of the move CPYRGHT
toward European unity there was no doubt whatsoever regard-
ing the fact that political integration would have to keep step
with a planned and controlled transfer of funds from the stronger
to the weaker nations. Up to and including 1973, for instance,
the Federal Republic of Germany, the main provider of finance
for the Europcan Community, had paid some DMag.5 billion—
or approximately $3.5 billion at the current rate of exchange—
net to other nations out of tax revenues. My country, whose finan-
cial capacity should not be overtaxed in the process, looks upon
such payments as the cost of the integration venture.

On a worldwide scale, it will not be possible to reduce the dif--
ferences in the levels of wealth unless the more advanced indus-
trialized nations develop their own resources in close codrdina-
tion with one another and with the primary-producing countries.
If they fail to do so, the result might be social storms which could
even seriously jeopardize world peace. If it can be assumed that
most of the developed countries with a high level of prosperity
have a great preference for peacc, and that most of the less-de-
veloped countries have a high preference for increased wealth,
there must be a level on which a convergence of preferences
would stabilize the international political situation at a higher
level of prosperity for both the wealthier and currently poorer
countries. It would, therefore, serve the efforts to maintain peace
on a worldwide scale if a comprehensive palicy of economic
codperation were to be pursued rather than a policy of economic
“apartheid.”

Seen from this angle, time is short for working out sensible
new rules for monctary affairs and trade. And scen from this
angle, the cost of the peaceful development of the world econ-
omy will now bave to be charged and paid.

12
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INO one expected last month’s special session of the
United Nations Assembly on raw materials to yield
positive results. But the fact that it was held at all is a
reminder that international trade is indispensable to
world prosperity. Whatever hampers the free exchange
of goods and services, whether economic obstacles
such as tarifis and quantitative restrictions or political
attitudes, tends to depress living standards ecvery-
where. When ftrading partners are in dispute, co-
operative solutions — the phrase is Dr Henry Kissinger’s
— are therefore greatly to be preferred to confronta-
tions. And nowhere is this truer than in regard to oil.
There is some danger that the quest for co-
operative solutions in the field of oil may now lose
some of its urgency because the oil trade looks as
though it is returning to some semblance of nor-
mality. A rapprochement between the USA and the
Arab states has led most of the Arab oil exporting
countries to lift their export bans. Crude oil pro-
duction in those countries is gradually returning to
the pre-crisis level, and the worldwide scramble for
supplies has thus abated. Posted prices, unchanged
since 1st January, are frozen until the end of June
and the grossly inflated “auction’ prices have come
tumbling down. In consuming countries govern-
ment restrictions on the use of oil are being relaxed.
Nevertheless, there is little justification for com-
placency. Peace has not come to the Middle East.
Oil is now extremely expensive and consumers arc
being forced to make drastic economies for lack of
funds. Intractable balance-of-payments problems
loom ahead. Talks about “participation” drag on,
with host governments demanding ever-larger shares
at bargain prices. There is much uncertainty about
the future course of oil supplies and prices.
International companies can be relied upon to
keep the oil flowing, so long as they are allowed to
get on with the job. But they are at present working
under severe handicaps and are very much at the
mercy of host government decisions. In many cases
they do not even know what their current liftings
are going to cost, because “participation™ agree-
ments, when finalized, will be backdated. Further-
more, they have no guarantee that agreements
signed today will not be torn up tomorrow. In the
importing countries meanwhile. and especially in

| the United States, oil companies are being made the
| scapegoats, not only for OPEC’s price-raising cXer-

cises, but also for the failure of the local govern-
ment’s policies.

It is time for governments of importing countries
to consider more realistically what contribution they
can make, especially in concert with_other govern-

HIERTS (o thestubility of the internatiomaloil trade: ~whatof the future? Most of them sce the nced fo

Some suggestions are:

(@) They still need to avoid competitive actiofs
that tend to bid up the price of crude of.
Fortunately, as the scramble for supplies h{
subsided, the glamour seems to have gone o
of the bilateral deals that were all the rage
few months ago.

{b) They still need to encourage economy |
consumption and the development of ofl
resources — and other energy resources — ouf-
side the OPEC sphere. The latest ideas circulal-
ing in the EEC on this subject are reviewed i
a later article.

(c) Governments of the major importing countri
are under obligation to seek co-operati
solutions to the trading problems resultin
from the inordinate increase in the price of oil.
It is now generally recognized that a compet
tive struggle for export business, with th
object of eliminating balance-of-payments de
cits, could result in a downward spiral
devaluations, depression and unemploymen
The “oil deficit” vis-a-vis the OPEC countrie
must be dealt with co-operatively if this disas
trous outcome-is to be avoided.

(d) Inthebankingsphere, international co-operation
will be needed to ensure that any shifts in thg
financial balances of the oil exporting countrie
from one centre to another do not disrupt thg
world’s financial mechanism. This and othe
financial aspects of the problem are discussed
in the following article.

[>T

Importers and Exporters

But it will not be sufficient for western covernd
ments merely to reach agreement among themse!ves:
they need to strive for a modus vivendi with thel
Arab governments. A more stable trading refation-
ship between the oil importing and exporting coun-
tries, based on consultation, is indeed in the long-
term interests of both parties, though this does not
necessarily mean that it will be easy to secure.

The main importing countries have been forced in
recent months to seek an insurance against further
interruptions of Arab supplies by cxpensive pre-
parations for the development of alternative re-
sources. The size of the “premium” they are pre-
pared to pay for this insurance will depend on their
assessiment of the risks involved; and close consulta-
tion with Arab governments might perhaps enable
a morce accurate assessment of the risks to be made.

A more stable trading relationship is also very
much in the intercsts of the exporting countries. Oj]
is their primary source of income — and in financi:|
terms they are now rich beyond their dreams. By

I3
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national economies through the establishment of
new industries. If this objective is to be realized
they must depend heavily on the help of the indus-
trizlized nations, in the shape of training schemes,
industrial know-how and a vast range of sophisti-
cated equipment. They need a stable long-term re-
lationship with American, European and Japanese
firms, just as the latter need a stable supply of oil.
The Russians are not capable of satisfying this need,
and most of the Arab states would not wish to put
themselves in Russian hands.

One particular industry which a number *of Arab
governments desire to establish is that of oil refin-
ing; and they are making agreements with American,
European and Japanese companies to this end. It is
being suggested therefore that the Persian Gulf will
before long become a large refining centre, supplying
finished products to Europe and Japan. But can
countries which have had their supplies of crude oil
cut for purely political reasons allow themselves to
become dependent upon those selfsame sources for
finished products? If an importing country has
adequate refining capacity it may still hope to cover
its essential needs if some of its crude oil supplies
dry up. But if it is heavily dependent on imports of
products it is much more vulnerable. Before the
Persian Gulf can become a significant source of
sroduct supplies for Europe and Japan, the Arab
jovernments must do something to rebuild the
-onfidence they so rudely destroyed six months ago.

Some better understanding between Western and

CHEREIFT £33 K020 6180 {23 erests

¢ developing countries. ese have been
hardest hit by the five-fold increase in crude oil
prices. The burden thus imposed on their finances is,
indeed, equivalent to the total aid which this group
of countries receives from the industrialized nations.
And the latter group will find the maintenance of
foreign aid more difficult because of the damage done
to their own finances.

OPEC decided in principle last month to establish
a fund from which cheap long-term loans could be
made to developing countries. But ratification by
the individual governments will take some time and,
when this is forthcoming, the detailed arrangements
will have to be worked out. To co-ordinate the
assistance and to ensure that the most effective use is
made of the funds available is a problem that crics
aloud for co-operative solutions.

The need for international co-operation in the
whole field of energy supplies is gradually being re-
cognized. The EEC governments, for instance, are
planning discussions with Arab states, with a view
to holding a Foreign Ministers’ conference. Un-
fortunately, the political leadership which is so sorely
needed to deal with these international problems is
not much in evidence in the USA or Europe today.
Governments preoccupied with the problem of their
own survival are not likely to take strong inter-
national initiatives. But we live in one world, and
that world’s economic and financial problems can-
not be solved if individual governments are content
to go it alone.

14
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By CRAIG POWELL

T Contributing Editor

GOVERNMENT EXECUTIVEL:
MAY 1974

To ch Mike McCormack (D-Wash.),

Ch"urman of the House Science and ;

Astronautxcs Subcommittee on hnergy,
the | year 2,000 is the most ‘‘realistic”
target date the United States can set for

significantly closing the Nation's “energy

gap"'

We cannot,” McCormack told Govern-
menr Executive, “hope to see the emer-
gence of inexhaustible environmentally ac-
cept‘able sources of energy in this country
untij the turn of the Century. Those who
banter around Utopian dates of 1980 to
1985 are merely enpaging in political
rhemnc

He added, '‘Furthermore, for the Na-
tion to meet the year 2,000 goal, there’s
a desperate need for a national energy
policy and for onc agency within the Ad-
mxmstratmn to help develop and to ad-
minister the program, including com-
prehensive research and development.’
h‘riost top officials in the energy R& D
arena concur with the Congressman in
pnnmplc if not in degree of burcaucratic
reo%‘mlzatmn needed.

While there is general agreement over
the necd to pull together a national energy
policy, opinions differ as 1o the kind of
caergy R & D administrative structure re-
quired.

Most of the conflicts among powerfu]
Capitol Hill energy policy figures, scicn-
tisty  bureaucrats and interested indus-
(n(,‘s in the past year have swirled around
pmposah to create a Department of
Entrgy and Natural Resources {DENR),
\which wolild manage programs now
lodgud in the Interior Department and
other agencies, and an independent
angy Research and Development Ad-
ministration (ERDA), which would have
nuelear rescarch and management capi-
bilities of the Atomic Energy Commis-
sion and an R & D role in fossil fuel and
olher energy source programs.

Atomic Encrgy Commissinn Chatrman
Dlx) Lee Ray, Rep. Chet Holifield (D-
Calif.) and others vigorously opposed sub-

mdrsion of the AEC and the splitting off
of|its licensing, regulatory, safety and

--vr~——~emxmnm<_ntdl respansibilities 1o a new

fictear erergy commission.On-the other
side of the fence have been Sen. Henry
Jackson (D-Wash,) and others favoring

“inclusion of energy:in an administrative

entity handling all patural resource pro-
graras.

Internal Struggles

Adding to difficulties facing the mas-
sive reurganization proposals have been
largely behind-the-scenes struggles among
legislators with streng constituencies in
onc or another agency or bureau over
where such entities should be relocated.
These conflicts have been reminiscent of
thase preceding creation of the En-
vironmental Protection Agency.

In the continuing debate over the energy
gap and the research and development ef-
fort needed to guide the Nation out of its
seif-made quagmire, it often seems that
“where one stands depends upon where
one sits.” Some with specific energy in-
terests exclusively cmphasize either near-
terq, intermediate-range or long-term
solutions while others advocate combi-
nations of the three.”’

AEC Chairman Ray, whom President
Nixon asked to design a five-year, $10
bithon R & D program, has placed main
focus of Government planning activities
on new technologies relating to nuclear
power, coal and oil;shale and considered
the most promising means of moving
toward national self-sufficiency in the
1980s.

Coal gasification,liquefaction and solid
coa) eombustion, as well as economical
and environmentally acceptable shale oil
mining techniques, §f coupled with proper
conservation, could make a big difference.

But even if an expensive, all-out coal
conversion and shale oil technological ef-
tort could be mounted, the experts believe,
these programs would not really begin
paying ot until the 1980-1985 period.

Mcanwhile, several promising conver-
sian processes are being developed. Lurgi
gasifiers, proven successful in Europe, are
undergoing adaptation to burmn U.S. coal.
Experiments are being conducted in a few
American pilot plants in an effort to make
high Btu-rated gas.

The COED (Char-Oil-Energy-Develop-
ment) process for converting solid coal in-
to liquid fuel has bten used to power the
destroyer USS Johnson in tests conducred
by the FMC Corp. Yor the Federal Office

nt - -

of Coal Research (OCR). And U.S. Burcau
of Mines researchers are experimenting in
collecting combustion gases from burning
coal seams.

Meanwhile, the OCR, for years a sleepy
Interior Department agency, has been re-
vitalized to help revive the coal industry,
and next year’s OCR budget request is
nearly 10 times the office’s 1973 budyet.

The National Bureau of Standards also
is conducting coal research, along with its
nuclear and other energy R & D work.

Intermediate-to-longer-range solutions
are foreseen in theareas of solar, geoher-
mal and nuclear breeeder reactor sources,
but solar and geothermal sources are ex-
pected to be capable of meeting only a
relatively small percentage of the Nation's
total energy needs in the next 1S years.

Breeder Reactors

The nuclear breeder program, which
has becn criticized on environmental, tech-
nical and cconomic grounds, will use
about 45% of total Federal encrgy RA D
funds for Fiscal 1974,

The ultimate long-range energy source,
of course, is expected 10 be thermonuclear
fusion. Since {fusion would require oaly
hydrogen from sea water as fuel, it would
be a cheap, clean solution.

Earlicr this ycar, the AEC delayed its
timetable for producing commercial tu-
sion power until near the turn of the Cen-
tury becanse of budget cuts ordered by
the Office of Management and Budget.

McCormack and others are concerned
about the piccemeal manner in which the
Nation has becn dealing with the muny-
sided energy problem.

A nuclear rescarcher at the Atomic
Energy Commission's Hanford, Wash.,
facility for 20 years and once of only a hand-
ful of scientists elected to Congress, Me-
Cormack wonders how well the country is
being served when he studies activities and
policies of the myriad of Government of-
fices and agencics thar get a slice of the
energy R & 1D pie.

Incredible as it might seem, the number
of Execulive Branch Offices and conpres-
stonal committees and subcommittees in-
volved with energy problems is now ap-
proaching 100.

Asked about this fragmentation of ef-
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fort, McCormack said, “There simply is
no single national energy policy. This is an
unfortunate fact of life we have to aceept
for now, and work to change.

“There has been an assumed policy in
the past, but it has operated as though
energy sources were inexhaustible, free
and had no impact on the environment.”

But he pointed out that establishing
such a policy will be a “‘fantastically com-
plicated undertaking . . . not so simple as
it might seem at first blush.”

He said, “The policy must be based on
the best and most factual information
available. We must do away with tantasies
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Government and industry estimates
set U.S. energy needs by 2000 at the
equivalent of 82.5 million barrels of oil
daily, with domestic production from
all sources 12.5 million equivalent
barrels less. The difference represents
shortages and imports. :

such as ‘solar energy available soon’ and
*geothermal energy available soon.”

“It must be a policy that will assure
optimum environmental protection. How-
ever, blind emotionalism must not keep
us from achieving the advances and pro-
duction needed.”

McCormack added with emphasis,
“Qur most urgent need is for a total

Vv

systems approach to the problem—today
and in the future.

“Without such an approach, catas-
trophe is inevitable.”

He considers some Administration pol-
icies and actions in the energy area as
beneficial and others as misguided.

McCormack believes that reorganiza-
tion of the White House science advisory
apparatus last year was a plus. In the
shift, the President abolished the Of-
fice of Science and Technology and his
Science Advisory Commiftee and made
Dr. H.G. Stever, director of the National
Science Foundation, his science advisor.
Stever created his own Oltfice of Energy
R & D Policy to support Office of Man-

agement and Budgel energy policy deci-

sionmaking.
The Congressman also credits the
Federal Energy Office staff under Wil-

liam Simon, who had to spend most of

his time putting out day-to-day fuel crisis
brushfires during the agency’s brief
existence, with making a modest start
toward guiding longer-range programs.
An energy R & D oflice headed by Al-
vin Weinberg has been established, and
Weinberg has set up an interagency com-
mittee comprised of top R & D experts
froin other Federal agencies. The group
has been meeting to review and update the
five-year energy R & D plan and to tailor
it 1o new demands of the President’s
“Projeet Independence’ blueprint.
Weinberg, a onctime adviser to Chair-
man Ray, previously was known to be at
odds with Ray stalt members over ap-

proaches 1o developing early recommen- -

dations for Jong-range R & IJ strategics.
McCormack and others have noted that

realistically, the OMB, not the FEO, plays

the major role in shaping energy policy,

and that the OMB more properly should .
be involved in year-by-year fiscul matters,

rather than in long-range R & D planning
covering two or three decades.
Management of the energy program, in
McCormack’s view, should be done by
a cabinet level Department of Science,
Encrgy and Technology embracing all
apencies. 1ts job would be to attack energy
prablems on a broad front by amassing
data on all dynamic aspects of fuel and
energy sources aud technologies, and con-
solidating and spurring energy research in
national laboratories and through grants
10 industry and universitics.
~—He {eels -strongly-that-all-institutions

should conduct their own R& D and
demonstration efforts. The Federal Gov-
ernment would, of course, lend funding
assistance to projects when in the best in-
terests of both parties.

““There is much to be gained from such
a relaxed cooperative effort, With proper
financing, this approach could make us
self-sulticient around the year 2,000.”

McCormack is not hurling brickbats at
current efforts to get R & D programs un-
tracked; to the contrary.

He is more than pleased that his solar
encrgy bill passed the House, 253 to 2. The
legislation would authorize $50 million
over five years to subsidize development
and manufacturing of solar heating and
cooling systems for homes, factorics and
schools.

Similarly, he is confident of success in
moving an $80 million, six-year genther-
mal energy authorization bill throuph
Congress. ‘

The OMB has budgeted the joint Guoven-
ment and private effort in energy R&D
at between $10 and $11 billion over the
next five years,

"This amount, 1 feel, approaches the
right magnitude, assuming the even larger
energy R & D investment expected irom
the private sector,” McCormack said.

But while he can live with the current
funding level, McCormack, as a nuclear
scientist, does fecl there should be some
reordering of priorities.

“Nuclear energy,” he said, “provides
about 4% of the electricity today, and by
the end of the year, the figure should rise
to about 8%. But by the end of the Cen-
tury, 60% of the electricity should be
nuclear-produced. Nuclear dwarfs any
other potential source.”

In his opinion, underfunded programs
include the high-temperature gas-cooled
reactor {(HTGR) program, the breeder
reactor program, the fusion program from
a materials and engineering standpoint,
and basic research and development in
some other areas.

He also said, ““There probably is too lit-
tle organization as far as coal R& D is
concerned. We need more sharply-defined
programs thun we have at the moment.
We should emphasize these areas more in-
stead of throwing money at words—
biosynthesis, ocean temperature gradients
and the like.”

While the National Science Foundation

- is primarily concerned with intermediate

“and organizations outside of Government
have finuneial and moral obligations to
participate.

“The relationship between Govern-
ment, indusiry, universities and non-profit
establishments should be a loose, informal
one,” he said.

“As we look forward, we sheuld be
working together for the systems ap-
proach. Industry and the universities
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and Jong-range programs, NSF Director
Stever fully agrees that energy R& D
must be examined and evaluated *‘from a
total systems point of view."”

The NSF position is summed up in the
expressed hope that “the process of de-
veloping the detailed R& D needs (a
process including many committees and
individuals) will result in systems type con-
siderations “leading to a more precise
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definition and refinement of R & 1) goals
than we have been able to arrive at pre-
viously.”

' The NSF has undertaken two major
programs: RANN (Research Applied to
National Necds) and ISRU (Intergov-
ernmental Science and Research Utiliza-
Utilization).

' RANN would shorten the lead time bet-
ween scientific discoveries and their ap-
plications. ISRU’s aim is to provide an cf-
fective mechanism for communicating 10
RANN the problems of socicty as per-
ceived by state and local government agen-
¢ies and industry.
| Acknowledging that possibly 50% of the
total energy generated in the U.S. is
wasted, RANN dirccts its program toward
points in the system at which major im-
provements are possible by making better
use of resources, introducing new capa-
bilities and reducing losses.

- According to Dr. Alfred 1. Eggers Ir,,
NSF's assistant director for Research Ap-
piications, **We are working on solar and
geothermal energy to minimize depend-
¢nce on foreign imports. We support
¢fforts to make better use of America’s
energy resources, especially coal, and to
improve efficiency in the areas of energy
conversion and storage, encrgy trans-
mission and fuel transportation, and
energy systems.”

Donald Beattie, head of NSF's Direc-
torate of Advanced Energy Rescarch and
Technology, indicated in an interview that
NSF believes in @ single energy muan-
agement agency, but
is not adamant as to
the form it should
take.

“For instance,” he
said, "'y dircctorate
could work very well
nnder the proposed
ERDA, and I am sure
there are other agen-
cies that could do so
as well.”

He added, “fun-
ding in our principal
areas is incrcasing
very well. In Fiscal
1974, we had 513
million for solar R &
1D and 34 million for
geothermal, with
about an additional !
$S million divided be- '
tween areas tangent
to the two.

“In  Fiscal 1975,
the request has risen
to $50 million for
solar and $22 miflion
for geothermal work.

The geothermal fun-
ding will probably be
cqually split between

the NSF and the

AEC, with NSF ac-

ting as coordinator.

There also is some

$20 million allocated

to other areas for a total energy R & D

funding request of  $94,900,000 for

1975, about six times that of
1973.

“We are surpriscd at the interest in-

dustry has shown in Federal solar pro-

grams. In many arcas, the building in-

~ dustry would like to usc solar heat, While

the Government should not be funding
any speculative efforts; solar is most im-
portant because it not-only saves fossil
fuels, but alsois most benign in its en-
vironmental impact. So we could spend
more money ift we had it. However, the
added emphasis in 1975, is good balance

- between ‘crash’and ‘orderly’ programs.”

Beattie said industry does need new
technology more quickly than risk capital
is able to provide it, and that this is an
arca into which NSF could put more
money to bring the technology on line.
Almost all of NSF’s budget is allocated in
the form of grants or contracts (60% to
universities and non-profit institutions
and 40% to industry). .

“Encrgy,”’ Beattie said, “is the biggest
problen outside of war. Further, we must
learn to use all energy generated. With
steam planis generating electricity at 40%
of cfficiency, we must improve ‘topping’
and ‘bonoming’ cycles (higher temper-

© aures for more heat and use of exhaust

heat).
Environmental and institutional prob-
lems are more complex than is general-

" ly belicved, he noted. Construction of an

energy plant in«California’s linperial Val-
ley, he pointed out, requires approval at
four different levels of authority.

“What happens,'"” Beattie said, “if one
builder uses solar heat in a shopping cen-
ter only to have another entreprencur
build a high-rise building nearby that
blocks the sun? The builder of a big
housing development can- go bankrupt
waiting for the plumbers and electricians
to settle an arpument over who installs the
solar system. Who owns geothermal heat?
Is it under Federal, state, local or private
ownership? These arc not simple ques-
tions, and they are without precedent.”

Total Systems Approach

The requirersents necessary to achieve
effective encrgy research and develop-
nment, then, can be summed up fairly
casily. Fundamentally, there is a need for
a comprehensive national energy policy, as
well as a single muanagement agency to
implement it, using a total systems ap-
proach.

McCormack said, “The United States
can become independent of imports any
timic Americans are willing o cut con-

sumption of oil and other iucls down to
whal they already produce.

“But true encrgy independence means
having enough domestic encrgy for a
growing industry, a strong defense and
reasonable standard of living.”

And Stever, in congressional testimmony,
noted, “I think we are in part limited by
ideas and we are in part limited by the
total amount of money.

“Socicty has got to detecrmine how
serious this balancing problem is going to
become over these years. It is goingto be a
matter for Congress and practically every
other unit of our Government, of our
people; every institution of our society will
be involved with this problem.”

The debate will produce ‘‘solutions™
that will prove to have bugs in them, and
be dropped for newer priority alternatives
aficr costly, time-consuming testing and
evaluation efforts.

Obviously, the many conflicting view-
points on the course of energy R & D are
not going to be sorted out and bundled
up. into a compact, cohesive national
energy policy package overnight. Mean-
while, the arguments will continue to rage.

Can future national energy neceds be
met by any measures short of a huge Man-
hattan or Apollo-type project? Should
any such project be lodged in an exist-
ing or a new super-agency?

Should natural resources and cnergy be
lumped together or separated in any
propram consolidation? Is the OMB's role
in energy R & D too large? What kind of
Federal guarantees should industry have
against the possibility of going broke if
the bottom drops out of a new energy
technology market sometime in the fu-
ture:? There are many more cqually dif-
ficult questions. (T}
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‘By C. Fred Bergsten

WASHINGTON—Arab oil earnings
il rise Dy ; " -
mounts will get even bigger in fol-
owing years, the balance-of-payments
ositions of the consuming countries
1 plunge into the abyss, the inter-
Jnational menetary system wili col-’
apse, the Arabs will buy up all our
feompanies—so goes the refrain heard
requently since the dramatic increase
in oil prices in December. . . e

There are indeed cxtremely szrious
feonsequences of the oil crisis:

Inflation has spiraled upward; re-
cessions are possible if governments
Imistakenly cut back aggregate de-
mand to cope with shortages of
supply; countries producing other raw
materials have been encouraged to
|emulate oil exporters; a few of the
poorest countries will suffer serious
deprivations, and political tensions de-
riving from the energy problems
could intensify among countries.

- But the international monetary situ-
ation adds relatively little to the prob-
lem. No industrial country will go
bankrupt. The monetary system will
not collapse. The prophets of financial
doom simplistically compare the in-
crease in each country’s oil bill with
its ‘existing monetary reserves. They
note that United States' imports will
rise by $15 billion and that its reserves
are $12 billion, and conclude that the
United States cannot pay—even for
one year, T . o

Such observations are absurd. First,-
they ignore that a sizable share of
the increased earnings of the .oil-ex-
porting countries will be spent on im-
ports from the industrial world. Some
oil countries will spend virtually all of
‘their increased earnings themselves;
all are rapidly revising their develop-
ment strategies and military plans to
do so. Some will lend their money to
others who will quickly spend it.

So.even the trade balances of the
industrial world will not decline by
more than, say. half of the increase
in itz oil bill this year. Those trade
balances will be even better in subse-
quent years, as any further increases
in .oil countries’ earnings are more
than offset by their increased imports.
Indeed, the United States appears to
_have already reached its new. plateau

CPYRGHT |
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hus, there can be no deficit in the’
bhlance of payments of the industrial
world as a whole. S
To be sure, the flow of money fromr
rabs will not necessarily go to.
iddiviBual . industrial countries- im
afnouhts that precisely match the de-
ine [in the trade balante of each.

me| industrial countries may wind
p wlth a sizable surplus; others may,
ave [eficits. . T
Buf this problem is solvable ‘solely
rough action by the industrial coun-’
ies fthemselves to recycle the money.
where it is needed. Much financial.
cydling will take place through nor-
al |market forces. Some can bs’
andled by government borrowing in
e Yrivate capital markets. ,
The Eurocurrency markets — those
hat fend a variety of currencies from
Furopean centers—have grown &s rap-
dly |n several past years as they will
have| to grow now, and the United
btatds capital market is now fully
hvailable with the abolition of con-
trols] Together, they can handle the
E:st bulk of the money on their own,

nd kre in fact doing so even as the full
olnt of the higher oil earnings is:
how|being invested. i

. THe rest of the money can move
throhigh such existing intergovernmen-,
tal |nstitutions as the swap network
amopg central banks and the Inter-
natipnal Monetary Fund. Indeed, such
bacHstopping will be needed for any
indifidual borrowers whose credit-.
worlhiness comes under doubt in the.
privkte market. But Italy is the only
such case to date. . T
I any event, no special cooperation
wit] the oil exporters is needed in
thislarea. It helps for the International
Moifetary Fund to borrow from them
to Yelp finance members’ deficits, but
thefe is no reason to give the oil ex-
porfers better terms than other lenders. :

oubts are sometimes raised about
the| plausibility of such smooth han-’
dlirfg of the oil money. First, itis feared
'tha] the money, like the oil itself, will
be fpoliticized.” But it is highly doubt-
ful khat the Arabs will try to promote
mogetary instability by shifting their
funjs from place -to place. Once in-:
vested, the very size of the funds
wil] make it increasingly difficult for
the] Arabs to liquidate quickly with-
out]incurring substantial losses. If they
wefe to make such shifts, the money’
-eofld readily be recycled through the

~|-of-oil importsimApritatamn annuatrate

of $27 billion), but there was a surplus
in over-all trade as exports reached an
annual rate of almost $100 billion.

Second, ihe prophets of doom con-
fuse the balance of trade and the
balance of payments. They ignote the
simple but central fact that the oil
exporters must invest in the industrial
world any of their increased carnings
that they do not spend. The Arabs
will not bury the money in the ground.

) ot
econd, it is argued that some In-
dudtrial countries may be unwilling to
acdept the needed shift in the struc.

swip network.

nd be offset by increases in capital |
inflows. But such a situation might.'
gll be sustainable indefinitely since:.
the capital inflow will by definition
continue as long as the trade imbal-
ances do, And it is certainly sustain-
ble for the interim period until en-
srgy conservation and the develop-
ent -of new sources of oil and
lternative forms of energy are:
rought into play to change the energy

[ TN Pt

ituation to its roots.

Third, some industrial countries
ear that many of their companies will.
e taken over by the oil producers.
ey need not. Most of the oil coun-
ies will soon find ways to spend
ost of their income on goods and.
ervices. And since they have decided
o nationalize most of the foreign busi-
ess concerns within their boundaries,
Jthey are quite unlikely to seek ma-

ority control of firms within -the

oundaries—and legal jurisdiction—of

-bthers. Even if they wanted to, " ov

‘Ko not have the manpower to excii
uch effect on the operations of very

any firms anyway. So the present

attern of diffused and highly liguid

ortfolio investment in a wide rar{ge

of financial assets is likely to persist.

| Finally, the proposed solution tc

he monetary problem requires the

ndustrial countries to.agree on at

east a broad pattern- of exchange-

ate relationships among them, around

hich the. financial flows can be re-,
yeled. 1t will be tricky to reach such

greements, which amount to taking

ii out of each country’s balance of

ayments for the purpose of determin-,
ing exchange rates. )
However, there was already evi-

dence of progress toward such agree-

ments before oil prices soared, They

are a necessary component of any

stable monetary system for the future,

and were thus already at the fop of

the agenda for monetary reform. And

history clearly shows that the alterna-

tive of competitive exchange-rate de-

preciations will not work.

It seems clear from the series of
official pronouncements on the subject
that all countries have recognized
these facts and that this latest crisis
~—like -most past crises—will speed
rather than derail needed monetary
reform. There is good reason for con-
fidence that the mistakes of the nine-
teen-thirties and the nineteen-sixties
can be avoided in resolving the latest

jnternational monetary crisis.

C. Fred Bergsten w a senior fellow
at the Brookings Institution. °*
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ENOUGH GASOLINE—
WHAT IT WILL COST

Interview With John Sawhill, Federal Energy Chief

Can Americans safely plan on 1974 vaca-
tions on wheels? Will power blackouts be
avoided? What’s ahead for natural gas, other
fuels? The top policy maker on energy came to
the ﬁ1agazine's conference room with answers.

Q Mr. Sawhill, will there be enough gasoline this summer
so that Americans can plan to take vacations as usual?

A The answer to that question is a qualified yes. We
expect sufficient gasoline to be available for people to take
vacatibns if they continue to practice conservation. Now,
while that may not mean the kind of rigid conservation
measures we had to have during the embargo, it nevertheless
still means that people should continue to observe the 55-
mile-an-hour speed limit and should keep
on car pooling.

Q Would it be safe to plan a long
trip—say, from one coast to, the other
and back?

A We want people to drive and use
their %cars in an energy-efficient way.
And it's more energy-efficient to take the
train or the bus or perhaps even the air-
plane for longer trips than it is to take
an awtomobile. So we’d rather see fami-
lies use one of these alternative forms of
transportation if theyre going to take a
long trip.

Q How much higher will gasoline
prices go? .

A 1 think prices probably will begin
to stabilize at -about current levels.
We've seen some increases in May due
to the increasing proportions of high-cost imported oil in our
total mix of fuel supplies in this country.

Q [What is the average price of regular-grade gasoline per
gallon across the country now?

A In April it was about 53 cents per gallon. We predicted
some months ago that the price would not go much over 60
cents; I still hold to that forecast. There are instances where
some|stations are charging prices higher than 60 cents because
they have a higher component of the expensive imported oil
in their supplies:

Q /Do you think gasoline will go to a dollar a gallon?

A I think we can forget about dollar-a-gallon gasoline.
The only way in which I could see that happening would be
if we had a very substantial price increase in the oil that we
import. I regard the chances of such an increase as highly
unlikely.

Q Do you see any sign that higher gasoline prices are
pronipting people to curb their driving?

A

John C. Sawhill, 37, has moved in and out of
business, academic life and Government dur-
ing his career. A native of Baltimore, he holds
a Ph.D. in economics, finance and manage-
ment from New York University. Before join-
ing the Governmant in 1973, Mr. Sawhill was
an executive with Commercial Credit Com-
pany. Last month, President Nixon selected
him to succeed William E. Simon as Adminis-
trator of the Federal Energy Administration.

A To date, we haven't seen significant reductions i driv-
ing as a result of higher prices. The Federal Energy Adminis-
tration has been watching traffic flows around the country.
For example, we've been monitoring traffic flows at the tunnels
and bridges in New York City, and we've seen traffic return
to approximately the pre-embargo levels in recent weeks. It’s
not quite back up to what it was at this time a year ago, but
it’s beginning to move in that direction.

Q Are State and local governments enforcing the 53-mile-
an-hour speed limit?

A We don’t have accurate reports on that, but just from
talking to people in the Federal Energy Administration, my
impression is that enforcement is not as strict as it was during
the embargo.

Q If people do start slacking off on conservation efforts,
will you take measures to make them cut back?

A We can’t take punitive measures, as such, but our allo-

cation program would automatically go back into effect if
supplies dwindle, and spot shortages could show up around
the country.

Q Are you saying that lines at gasoline stations could
reappear if conservation doesn’t persist?

A Yes, that’s very possible.

Q What would happen if the Arabs suddenly reimpose
the oil embargo on the U. S.?

A If we had a reimposition of the embargo, we probably
would find ourselves in about the same situation we were in
last winter, We would have to begin reducing allocations of
gasoline and, in some cases, of other kinds of fuels as well. |
And we would have to step up conservation programs. We're
still somewhat vulnerable to a reimposition of an embargo.

Q Are we as vulnerable this time as last autumn, when
the embargo was first applied?

A I don’t think we're quite as vulnerable. The reason 1

_ Copyright © 1974, U _= News & World Report, Inc.
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[interview continued from preceding page]

say that is I think we've lewrned now how to manage a
shortage much more effectively. '

Last winter we had 200 people in the Federal Energy Of-
fice when we started in early December. Today we have over
9.000 employes, and these people are much better trained
and much better acquainted with the regulatory program.
Last winter we had to start a program from scratch. Now we
Lave one in place.

Q Do you think the Arabs will reimpose the embargo?

A I thiok that is very unlikely.

O Even if the Mideast war should flure out of hand again?

A Situations can change very rapidly in the Mideast—and
this is reallv in Secretary Kissinger’s area rather than mine—
but my understanding from our own staff of international ex-
perts is that a reimposition is not likely.

Q Is the danger of gasoline rationing past?

A The likelihood of going to rationing righit now is near
zero. If there were a reimposition of the embargo, we would
hope we could avoid rationing, as we did during the last em-
bargo. However, we have to maintain the capability to go to
rationing. ’

Q Can brownouts and blackouts be avoided this summer
when the electricity demand for air conditioning in many
parts of the country hits a peak?

A Our staff is now taking a comprehensive look at the
whole utilities industry. The early reports indicate that we
will be able to avoid brownouts and blackouts, but here
again, we need energy conservation, People must continue to
use less electricity for heating, air conditioning and lighting.
\We are asking Americans to turn up their air-conditioning-
system thermostats to 78 degrees this summer and, to set an
example, the Federal Government will do this in all of its
office buildings.

We expect that fuel supply and generating capacity will
‘be adequate this summer. It varies around the country, and
it could be that there will be spot shortages, but I hope that

g e A Y D s RETUT R sy g Semri ]

KEY POINTS MADE
CPYRGHTBY. MR. SAWHILL

Gasoline prices: '“We predicted some months ago
.tha_t the price would not go much over 60 cents. | still
-hold to that forecast.”

if Arabs boycbtt U. S. agaim: “‘We're still somewhat
vulnerable to a reimposition of an embargo.”

Brownouts and blackouts: '‘Fuel supply and generat-
ing capacity will be- adequate this summer. . . . it i
* could be that there wili be spot shortages.” ’ !

Gil-compaﬁy profits: ““We favor a measure that
would tax away excess profits that are generated as a
result of the higher crude prices.”

__Project Independence: “The objective is not to have
zero imports by 1980. it is to remove the dangerous
degree of dependency on imported oil.” )
" - The oikimport bill: “If this year's import bill causes
" serious problems, what will happen if we let imports
. rise to double the 1974 level by 19807”
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' the conservation
W gasoline.

Q Why should plople continue to conserve electricity and
satural gas when the result often is that rates are raised, be-
cause utilities say they aren’t taking in enough money?

A In those instances, 1 think we're seeing utilities which
vave been hit by substantially higher fuel costs. They're go-
ing to have those higher fuel costs whether people conserve
electricity or not. As a result, if people don’t conserve elec-
Jtricity, their bills may go even higher.

“DRILLING ACTIVITY IS UP"—

Q Oil-industry officials have long claimed that higher
|prices would stimulate more production of oil and natural
gas. Yet prices, especially of oil, are up sharply and produc-
tion is not increasing. Why is that?

A It takes time for higher prices to be translated into
higher production, because it takes time to get drilling 1igs
out into the oil fields, to drill the wells, and to develop the
fields that are subsequently produced.

Drilling activity is up substantially in this country. It was
up 10 per cent in January “74 over January "73—20 per cent
in February, and 30 per cent in March, which jodic -+ to
us that the higher prices will eventually result i :
production. A

Q Are you forecasting an upward trend in produciion of
crude oil?

A Crude-oil production in this country actually began
declining in 1970, Exploration started declining in 1956. Now
with the increase in exploration activity, we would expect to
see an upturn in crude-oil production, particularly if we can
begin exploring in new areas on the outer continental shelf,
such as off the Atlantic—especially along the northeastern
coastline—and other frontier areas like the Gulf of Alaska,

Q How soon do you expect this new oil to begin flowing

to the market?

A We could see increased production as early as next
year, depending on how rapidly new offshore oil fields are
developed, and how quickly increased secondary and tertiary
recovery is expanded. However, it may take a few years be-
fore we see a really significant upturn.
Q 1Is there any prospect that oil imports can be reduced?
A Tmports, 1 believe, will keep going up for a few years,
then begin to stabilize and decline. By 1980, we hope to be
in a position where we’re not as dangerously dependent on
foreign imports as we are today.
Q What is the production outlook for natural gas?
A It is not very favorable right now. The problem in
natural gas is that the regulated prices have reduced drilling
to the point where we are using natural gas faster than we
are discovering new additions to our reserves. This is a serious
problem, because about 50 per cent of industrial energy in
this country comes from natural gas. We face serious curtail-
ments in that industrial usage over the next six or seven years.
We could sce curtailments of a large percentage of this gas
for industrial use if we don’t move quickly to bring on new
supplies.
The solution to the problem is to deregulate the price of
new natural gas at the wellhead, and encourage producers to_ |
drill more natural-gas wells which should ultimately lead to
greater supplies.

Q Isthere likely to be deregulation?

A 1 see evidence that the Congress is moving closer to
some kind of deregulation bill. It could pass this year.

@ Will that mean higher natural-gas prices to consumers?

A Deregulating the price of new natural gas and main-

taining fixed prices on the long-term contracts for old gas
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ly. The average consumer spends $150 to 8180 a year for his
heating bill if hes using natural gas. We believe that deregu-
lation would increase annual consumer heating cost by $8 to
$10 a year.

Let me add, incidentally, that the wellheud price of uatu-
ral gas is about 25 cents per thousand cubic feet, yet the iu-
dividual consumer pays from $1.50 to $2 per thousand cubic
feet, The bulk of the consumer cost is clearly the result of
transportation and distribution costs.

Even if the wellhead price of natural gas doubled after
several years, it would only result in a 12 to 20 per cent in-
crease to the consumer.

Q There are recurrent charges that the industry is holding
back on the production of oil and of natural gas to keep
prices high. Is there any evidence of this?

A We have no evidence
that production in this coun
try is being held back or that

anticipation of higher prices.
It is true that there’s some
production  in .this country,
that is not being developed
because it's uneconomical to
do so at current price levels.
That’s particularly true i the
case of natwal gas. In facl,
there is no evidence that oil
or gas which is cconomical to
produce at current prices is
not currently being produced.

Q Why do prices for gaso-
line and other fuels bave to
be so high when oil compa-
nies are making record profits?

A The oil industry, actual-
lv, has a return on investment
which is about comparable o
that of other industries in this
country. We have analyzed
the 1973 profits of the oil
companics, and we found
that 85 per cent of the profit
increase came from foreign
earnings as opposed to do-
mestic earnings.

In effect, the oil companies
are making very large profits
abroad and reinvesting that
money in the United States

‘ to build new energy facilities,
to explore for more oil and do the things necessary to bring
on new energy supplies. We think this is 4 very constructive
development.

Q Do you think oil-industry profits are excessive?

. A The frst-quarter profits indicated a return on invest-
ment of roughly 15 to 16 per cent., That’s semewhat above the
Hational average for industry profits. 1 don’t think, however,
that you can measure industry profits on the results of one
quarter alone. If we look at the profitability of the oil indus-
try over the last five or 10 years, we do not feel that it has
been excessive.

Q Do you favor an excess-profits tax on the oil industry?

A Yes. We favor a measure that would tax away the oil
companies’ excess profits that arc generated as a result of the
higher crude prices. Our plan, however, contains & provision
that if the oil companies reinvest this money in domestic ex-
ploration or production, then the tax would be rebated.

Mr. Sawhill's advice: Keep
the new, lower speed limits.

wells are being capped in

Committee contains an excess-pro
to the Administration’s proposal.
Q Mr. Sawhill, just what are these “integrated”’ oil compa-
nies that seem to dominate the industry?
A An “integrated” oil company is one that operates m all
phases of the oil business, including production, refining,
transportation and marketing—all the way from the petrole-
um geologist to the gasoline tank of your car.
Q If these integrated companies were broken up, would
there be more competition that would becnefit consumers?
A It ight make for more competition, but 'm not sure
that it would benefit consumers. Consumers do bencfit from
the experience and management of the large, integrated oil
companies and their access to capital markets and their tech-
nical know-how.
We're doing a comprehensive study of competition in the
oil industry right now. At this point, I would certainly feel
that any kind of major breakup of the oil companies would
be a mistake.
We may want to take some actions, however, to limit their
growth in certain segments of the matket. And we especially
want to make sure that the majors do not take advantage of
the current shortages to” eliminate competition from inde-
pendent refiners or marketers.

m quite sunilar

OPPOSED: A FEDERAL OIL COMPANY—

Q Do you favor creation of a Government oil-und-gas
company to serve as a ‘yardstick for the industry, as the
Tennessee Valley Authority is said to do for the utility
industry?

A We do not favor this proposal. As a matter of fact, 1
was quite interested in rcading the other day an article by
the president of the Sierra Club which characterized this pro-
posal as a “rubber yardstick.” He felt that it would not be
an effective measure. It's not often that we get support for
our views from an environmentalist organization Jike the
Sierra Club.

The proposal that has been advanced by Senator Adlai
Stevenson [Illinois Democrat] would provide a 50-million-
dollar-per-year subsidy to get this Covernment compuny oft
~the ground. It would also provide significant tax advantages
and advantages in leasing of federal land to this company.
Therefore, it would have an unfair competitive advantage
and be a very uneven yardstick at best.

Q You've said that President Nixon’s Project Independ-
ence—the goal of energy self-sufficiency in this country by
1980—would be difficult, if not impossible, to reach. Do you
think it ever can be attained?

A It really depends on how you define energy self-suffi-
ciency. We believe that we can attain the goals of Projecj
Independence, but the objective is not to have zero imports
by 1980. It is to removeé the dangerous degree of foreign de;
pendency on imported ail that we have had in this country. ]
believe we can reduce our dependence on foreign oil signifi;
cantly by 1980.

Q Do you think it can be brought below the current leve!
of 35 per cent or more?

A I certainly do. President Nixon has given the Federa
Energy Administration a mandate to prepare for him a com
prehensive plan outlining the objectives of Project Independ}
ence and the detailed work necessary to achieve them.

We hope to have this plan in front of the President by
November 1.

In this plan we will be discussing the legislution neededl
to achieve the goals of Project Independence. as well as thy:
budgetary resources required and the new ivpes of relation}
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[interview continued from preceding page]

thips that will have to be forged between the Government
thd private industry, This will be a major task. But we've
indertaken major tasks in this country before, such as the
A pollo space program.

There are really two dimeusions to the Project Independ-
nce effort: One is the effort to bring on new energy supplies;
he other is conservation. 1 believe that, with higher prices
for energy—as well as with a conservation ethlc which I
ope to see become a permanent part of cur lives—we m]l
se able to reduce our growth rate in energy consumption
rom the current level of 4.8 per cent per year back to $ome-
hing like 3 per cent, or maybe even less.

Q By higher prices, do you mean higher than those that
10w prevail?

A No, 1 don’t think we need to increase oil prices above
wesent Jevels to achieve the objectives of Project Independ-
ence. Current product prices seem sufficient to enhance our
Lonservation efforts and certainly have boosted the trend to
kmaller, more-energy-efficient cars.

As for oil prices, they appear to be high enough to stimu-
ate new drilling activity. Again, however, we simply can't
fford to hold natural-gas prices at a level that discourages
pxploration as well as conservation measures with our most
premium fuel.

DEVELOPING NEW ENERGY SOURCES—

Q ‘What new sources of energy can be most quickly de-
veloped in this country?

A There are really fow: coal, nuclear, oil and gas. As
far as coul is concerned, we sit atop the free world’s largest
coal bin. We have 1 trillion, 600 billion tons of coal re-
kources in this country. That is 48 per cent of the free
world’s resources.

Q Can coal production be tripled in this next decade, as
|some energy experts are saying it must be?

A We'd like to see coal production increased at about
10 per cent a year. Unfortunately, we aren’t off to a very
lzood start. We had hoped to raise production from slightly
under 800 million tons per year in 1973 to about 630 million
tons per year this year. So far the gain through the middle of
April has only been about 8 million tons. So we are falling
somewhat short of our objectives.

Nevertheless, 1 believe with good strip-mining legislation
and improved technology that we can significantly expand
coal production.

Q Do you think that strip mining can be expanded fast
enough to get a 10 per cent increase in coal output without
wrecking the landscape?

A 1 wouldn’t expect all of the increase to come from
strip mining. I think a substantial portion of it can come
from deep mining. One of the things the Government needs
to do is to improve deep-mining technology, and this, of
course, will require an effort on our part to encourage the
industry to adopt improvements, and literally to bring on
line a new generation of technology that will make coal

TR safer—and cuvhuuulentan}/ sound. I would like to

Sée the Government, perhaps in concert with the industry,
demonstrate the benefits of improved mining technology.

Q Would you set up a federal corporation to go into
coal mining?

A 1 don’t think that will be necessary, but I do think the
Government will have to provide economic incentives so
that caal companies can expand rapidly and take advantage
ot some of the new technology that is available in the
world today,

A I think shale oil is promising in the long run, although
we don’t expect to see significant production by 1980 or
even by 1983, We have to build the pilot plants and the
first commercial-sized plants. and study the environmental
impact they have before we cun really swing into full-scale
shale-oil production,

Shale oil is still a question mark.

Q What about atomic power? It's been ‘plagued with
one problem after another—

A The real reason why atomic power has not lived up to
its earlier expectations has been a combination, I think, nf
Goverument red tape and lack of industry expertise. We're
moving on hoth fronts right now. We have proposed legis-
lation to the Congress which would simplify the licensing
process for nuclear plants. \We're about to propose un ener-
gy-facility-siting  bill which should expedite the siting of
nuclear facilities.

It’s incredible when vou counsider that it takes nine to
10 years to bring a nuclear plant on line in the U. S., in com-
parison with four to five years in France or Jupan. In fuct,
after an almos: three-decade commitment to nuclear power,
we still get only 1 per cent of our total energy from the
atom. I think we can do better.

On the industry front, there are a number of exciting 1o\
developments which should enable companies to raunufac-
ture and construct nuclear plants much more rapidly than
they have in the past. There’s a great deal of work going on
in the area of standardizing the design of plants.

Q Congress and the White House, during the two or
three years of the energy crisis, have seemed to talk a lot
about what needs to be done, but have had trouble agrecin:
on the necessary laws. Do you think there will be more co-
operation?

A Maybe Im optimistic, becausc Congress has just
passed the bill creating our Federal Energy Administration
to replace the F ederal Energy Office. That will give us an
agency which for the first time will bring together energy
policy and program implementation under one roof. It wiil
give us a base from which we can launch the programs nec-
essary to achieve the goals of Project Independence.

It will also give Congress one agency to which they can
look for energy policy. We have been working with Con-
gress on several bills; for example, the natural-gas-deregula-
tion bill. The prospects for that look good.

There’s strong sentiment in Congress to get on with some
of the legislation we've proposed in the conservation area.
such as the bill for mandatory labeling of appliances as to
energy efficiency.

1 believe we can also work closely with Congress in de-
veloping good strip-mining legislation.

HOW TO PAY FOR IMPORTED OIL—

Q One economist has estimated that the U.S. bill this
year for imported oil will come to around 20 billion dol-
lars, compared with 7.5 billion in 1973. Where are we going
to get the money to pay this bill?

A We will have to get the money through expanding
exports, or by encouraging and allowing the OPEC [Organi-
zation of Petroleum Exporting Countries] nations to “re-
cycle” their investments here in the U. 8. Expanding exports
of food, for example, could be one source.

The balance-of-payments implications of the current en-
ergy problem are critical. If this vear’s import hill causes
serious problems, what will happen if we let imports rie
to double the 1974 level by 19807 This is the rcuson why
it's important for us to get on with the job of achieving

the goals of Project Independence. [END)
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‘ By RALFH E. LAPP

The United Slates is entering a disquiet-
ing new era in its economic history. Wa
are moving out of an era when energy was
easy to find and easy to exploit—a funda-
mental development whose Implications
will reach well into the 21st Century.

‘The Arab oil embarge has ended, the
lonig lines at the service stations have dis-
appeared at least temporarily and the
short-run *‘energy crisis” has eased. Yet
we remain an energy-stort nation even
now and the long-run trends are not com-
forting. An analysis of this nation’s future
energy needs leads inevitably to these con-
clusions:

‘—There is no way we can meet the
self-sufticiency goals of ‘Project Indepen-
dence’* by President Nixon's 1980 deadline,
and probably not even by 1985. Depend-
ence on foreign oil will be a brutal fact of
lite for at least a decade, more likely two.

—There is no way we can sustain the

giddy growth rates in energy consumption
" of recent years. Even under the best of cir-
. cumstances energy conscrvation is going
to be mandatory. We are going to have to
adapt our transportation system-—indeed
our whole system of gcnerating and using
en}erg‘y—to an age of energy scarcity, and
this will require a whole series of profound
political and economic adjustments.

—There is no alternative, in the long

run, to primary rellance for our energy
needs upon coal and atomic power. Simul-
taneously, we sre going to have to move
toward an ‘all-electric’ economy, perhaps
even to the extent of eventually substitut-
ing electric automoblles for gasoline-burn-
. Ing ones.
! Increasing U.S. energy consumption
1 has accompsanied & growing Gross Na-
" tional Product for well over a decade. Last
| year the U.S. consumed an amount of en-
! ergy equivalent to the Leat produced by
burning 3 billlon tons of high-rank coal or
13 billion barrels of oil. Actual oil con.
sumption in 1973 amounted to 6.3 billien
berrels; add to this the natural gas con-
sumed and it develops that 77 percent of
oyr energy was delivered in the form of
pumpable fuels.

Growth Every Year

Last year our energy consumption In-
creased 4.8 percent over that of the year
bétore, and consumption increased 4.9 per-
cent the year before that. If we wers to
continue growing st this rate, then in 1984
we would be using the energy equivalent of
24 billion barrels of oil annually. Of course,
we could get some of this energy from non-
; petroleum sources, but even so, we would
need some 11.6 billlon barrels of petroleum
products in 1985.

. There .is no way we can get those 11.6
billion barrels, unless the Arabs decide to
act against thelr own self-interest and au-
thorize greatly stepped-up production at
law prices. There is no way we can get
even the 9.5 billion barrels that the Na-
tional Petroleum Council estimates we will
need in 1985. And there iz nec easy way we
can make up the difference out of U.S. re.
i sources, either. Americe, to repeat, has
s run out of easy energy sources. It must

now grapple with the tough choices.

ard
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petroleum resources are not fully ex-

pace with demand. This means we must
now look to coal, lignite and ofl shale, all
“of which, unfortunately, must be mined.
Mining, of course, entails many problems
—not the least of which is the sheer vol-
urhe of earth which will have to be moved.
For example, production of 1 billion bar-
rels of synthetic crude oil from oil shale
would require mining and processing 1.7
billion tons of the shale, not to mention dis-
posing of the talc-like waste, By way of
comparison, the U.B. coal industry mines
only about 0.8 billion tons annually.

The Fort Union Formatlon in the Upper
Missour! Basin holds a vast treasure of

.
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As we move toward
massive reliance upon coal
and atomic energy, we also
will move toward an all-
electric economy.

sub-bituminous coal, some of it reaching
10D feet or more in bed thickness. Luckily,
it's low in sulfur and is quite close to the
surface; and, because coal i3 a close
chemical cousin to oil, it can be liguefied
and/or gasified.

But will a Northern Plains state like
Montana allow the industrialization that
could convert it into 2 new Texas on the
U,S. energy map? Can the necessary
water be found to operate huge synthetic
fue] plants? What price-per-barrel has to
bé assured the synthetic fuel industry to
attract the necessary capital? What should
be the use of the coal which {s now being
urfit-train shipped fo midwestern electric
utilities? Who decides what fraction of the
cdnl goes to boilers in steam-electric
plants and what gaes to making gasoline
or aireraft fuels? These are critical ques-
tions for the nalion’s energy future.

But here's an even more fundamental
question: Just what is an “allowable” an-
nual growth rate in energy consumption?
Our present growth rate of nearly 5% a
year simply cannot be sustained. On the
other hand, a “zero growth’ policy, advo-
cated by some environmentalists, would
have an economy-wrecking potential.

Rather arbitrarily, I have calculated
that each barrel of oil (or its energy equiv-
alent) is linkcd to about $100 of Gross Na-
tional Product. If so, a cutback of 1 billion
barrels in annual oil consumption would
mean a $100 hillion dent in the GNP. Of
cgurse, this is a grossly simplified calcula-
tien, but it does indicate the scope and pain-
fulness of the economic decisions we are
going to have to make.

Detroit’s monomania for the super-
horsepower engine, coupled with the fuel
rgbbery perpetrated by lowered compres-
sion ratios and air. pollution controls, has
contributed mightily to our fuel ecrisis. Yet

th_so_much_ of the nation’s well-being

RGHT

transportation, the location of power plants

B 30UTCes.
I believe the much-publicized Environmen-
tal Impact Statement must be replaced by
a ““Triple E” statement that strikes a bal-
ance between environmental, econonlec
and encrgy considerations.

Shift to Lighter Cars

It seems obvious, however, that for the
nation to live within its energy means, De-
troit must at least shift to lighter, higher-
performance cars. I see no reason why De-
troit cannot continue to increase unit sales,
adding 25 million more vehicles to the car
population by 1980—provided the gasoline
mileage goes up to an average’of 18 miles
per gallon. This would allow full mobility
for Americans—that is, 10,000 miles per
vehicle-year—while consuming no more
tuel than automobiles did in 1973. It wouid,
however, mean ‘flushing the low-perfor-

mance cars out of circulation.

Similarly, it is obvious that the salr
cargo business cannot rocket ahead on tne
vertiginous growth rate of past decades.
Shipping cargo by air is energy lmacy,
much more wasteful of fuel than transport-
ing things by rail, measured on a ton-mile
basis. Trucks, too, are less efficient than
trains. Inevitably, we must return to the
rails, and this will require a national meia-
morphosis that will occupy the remaining
decades of this century.

The fact that the United States is run-
ning out of pumpable fuels places high
priority on central station generation of
power, using either solid fossil fuels or
uranium. Next year about 30% of all 11.S.
fuel consumption will be directed to elec-
tric energy generation and this is expected
to grow to 50% hy the end of the century.
By then, up to 609 of all electric genera-
tion is projected to come from nuclear
power sources —from 1,000 nuclear stations.
By the year 2000, uranium should be sub-
stituting for the annual burn-up of niore
than 2 billion tons of coal.

Atomic power raises environmental and
safety issues which must be faced. But for
anyone concerned about the ravages of
strip-mining, it alse offers immense advan-
tages over coal and oil shale. In fact, onca
the power-breeder reactor comes on lne, it
will be possible to coast through the entira
21st Century without mining & single ton of
uranium ore; industry will merely rework
ore already mined and tap the full poten-
tial of the atom. .

As we move toward massive reliance
upon coal and atomic energy, we also will
move toward an all-electric economy. Un-
like oil and gasoline, which can be distrib-
uted easily for utilization in automobile en-
gines and other small power plants, coal
and atomic energy lend themselves hest tn
exploltation in central power plants. It ad-
vances in electric batteries ar other meth-
ods of storing energy make the electric car
a reality, each garage, in effect. will be
come a private filling station, withi the ear
charged up there overnight for use tne
next day.

linked to the motor car, we can hardly af-
ford to dislocate our economy by precipl-
tous, ill-congidered responses. Nor can we
let environmental’” considerationz alone

- | vnApprovecFor Reteaser1 99194091@2’.‘?“65

4

The 1.5. energy economy is 80 otter
projected only as far as the vear 2000 tr=*
pcople overlook the encrgy requiremer-
of the next century. Whereas this centu—
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hip will become increasingly nuclear in
the future. Although it’s unlikely that 2ist
Century Americans will be free to waste
energy the way we have, mmany experts
think that the U.S. population will grow
very slowly in the next century and not ex-
ceed 400 million by the year 2100. Thus, I
would expect that {otal energy consump-
tion would no more than triple in the next
century and that nuclear sources could
maintain a viable U.S. energy economy
through the 21st Century.

‘A Bleak Picture

The world-wide energy, picture, on tha
other hand, is very bleak. The ‘*‘easy en-
ergy" sources of other nations should run
out rather spon in the 21st Century. The
proved reserve of 500 billion barrels of oil
in the Persian Gulf may seem immense,
put it cannot satisty the rising energy ex-
pectations of developing countries for very
long. The run-out of ‘‘easy energy” and the
on-set of '‘tough energy’’ could have revo-
lutionary consequences for the growth of
the planet's population. Merely teeding the
growing populations of underdeveloped na-
tions may eventually impose energy re-
quirements that many nations will not be
able to meet. Nor will many of thess na-
tions be able to afford the U.8. solution: a
. highly-electric economy designed to mate
- with nuclear power. Result—a widening of
_the gap between the have and the have-not
nations.

I have found that in lecturing about the]
subject of tuture energy supply people dis-
count rather gloomy forecasts as these by
saying that '‘scientists will come up with a
solution!” There are, of course, & numbe]
of energy options already in sight, but al
have  their drawbacks, None qualify aj
easy energy.”’ especially if all costs arg
reckoned, and it is this advent of ‘‘toug)
energy’ that has such fundamental signifi
cance to our future way of life.

Physicist Ralph Lapp, a membar of the
World War 11 Manhattan Project, is now o
Wushington-bused energy consultant.
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The Ol Cértel.aﬁd' Develgﬁmént Aid
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Despite the noble efforts of IMF
Managing Director H. Johannes Wit-
teveen, the oil cartel countries have
been willing to cough up only small
amounts of money to help the oildim-
porting countries meet the outrageous

pﬁEes that the cartel itself has set.

The defense offered by the Organi-
zation of Petroleum Exporting Coun-
tries (OPEC) is a mixture of clever
rhetoric and sheer arrogance. In es-

- serjce, they argue that the cartel coun-
tries have not become truly rich, like

the industrialized West, but merely

more “liquid”; that oil prices are still
below the level that should be
achieved to balance off inflation in
other commodities; and that the West
—notably the United States and Can-
ada—are soaking the poor countries by
extortionate prices for food.

Dr. Abderrahman Khene, the Secre-
tary-General of OPEC, made the
rounds here recently, delivering this
_pitch. He argues that the industrial na-
tiohs have been raising the prices of
their manufactured goods and food,
and that the problem of the poor coun-
tries thus didn't start with OPEC.

Agriculture policy in this country, of
course, has stupidly contributed to in-
flation. But as Dr. Khene knows, the
price of wheat bears a close relation-
ship to weather and crop yields—a
matter quite different from a hal-
dozen oil sheikhs sitting down in Te-
heran, arbitrarily deciding on & price
-for oil that costs 10 to 30 cents a barrel
to produce—a cost that hasn’t varied.

If the United States decided to price
wheat the way OPEC prices oil, it has

enough leverage on the market to get

$20 a bushel. * . .
QBut there is little doubt that the ma-
jor countries of the world, especially
the United States, must be faulted for
lack of generosity in development aid.
Far from meeting the recommended

goal of 1 per cent of tolal Gross Na-
tionsl Product, U.B. development aid is
about one-fourth of that figure, rank-
ing 15th in a list of 16 wealthy coun-
tries. o .

. "That does not excuse the OPEC
countries for the special and sudden,
purden they have placed on the rest of

. the world, notably on the poor coun-
tries, by a fourfold increase in the.

price of oil within a year’s time, :
‘When Dr. Khene talks of OPEC's
smoderation” and  “wisdom™ in
“limiting” the price of oll to provide a
government-take of $7 a barrel, he is
talking economic nonsense. The abrupt
shift of $50 to $60 billion of resources
from the oil-consuming countries to
OPEC (even if some of the burden is
postponed by financing schemes) is be-
ginning to raise havoc in industrial as
well as less developed nations.
“In thinking about the effects of the
sharply higher oil price,” Federal Re-

serve adviser Robert Solomon said in a
thoughtful speech the other day, “I
“have found it useful to view it as a
$alestax on consumption. The imposi-
fion of this “tax’ has raised the price of
petroleum produets.”

Solomon, vice chairman of the Com-
mittee of Twenty Deputies, points out
that the OPEC «buntries “must lend
their enlarged revenues” back to those
who are paying through the nose for
their oil. ’

But not much is coming. back.
Apdinst the '$5¢ billion increase in
OPEC surpluses this year alone pro-

celed by Witieveen (to a total of $65
billion), the total amount pledged for 2
special IMF “facility” is some $2.8 bil-
lion. .

. Much has been made of some sales
pf oil at concessionkl terms to India:
Tiut the concessions don’t seem overly
generous—and in total, are a drop in

The bucket. For example, India will get
about $100 million worth of oil from
}raq and a similar amount from Iran
in special deals. Against that, India’s
extra cost for oil this year is more
than $1 billion. ! .

The need to get cash into the hands

of the hardest-hit countries is so des-
perate that the World Bank is scraping
together about $150 million by divert-
ing some of the International Develop-
ment . Agency (IDA) funds—opitifully
small to begin with—to the poorest
countries on the list.

International agencies calculate that
higher oil, food, fertilizer, and capital
goods costs to the poor nations this
year will run about $6 billion more
than what they will recover in higher
export prices.

Assistance by the IMF and other in-

.ternational agencies, plus a reduction

pf reserves will cover $4 billion, leav-
ing a minimum of $2 billion in new as-
sistanece needed by the poor countries.
Projections are that this minimum
“gap”. will increase to $2.5 billion in
1975, and run to $4 or $5 billion a year

_from 1976 to 1980.

In the immediate and desperate pe-
riod ahead, the United Nations is try-
ing to get contributions—in any form
— that would work out to roughly & 50-
50 share between the industrilized
world and OPEC.

But the industrialized world, even if
it comes through with contributions
this year equal to OPEC’s, is likely to
resist carrying an equal share into the
future.

The strong view of the VUnited
States, as it sees new OPECs over the
horizen for bauxite and other commod-
ities, is that the biggest part of the
burden ought to fzll on those who cre-
ate the problem.
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KUWAIT

Passengers on  Kuwait AlTways |

fots aren't regaled with liquor any

ore, but the Arab line is very big on
ecorded music. Several times during
one recent flight, a familiar theme
was played—the ‘‘Fiddler on the
Roof' tune in which the peasant her'o.
plaintively asks God if it would spoil;
some vast eternal plan if he were a
wealthy man. '

The guestion could scarcely be more ap-
propriate, now that Kuwait and a handful of
other oil states are suddenly becoming the!
wealthy men of the world of nations.

By roughly quadrupling the price,!

they’ve made clear for months now that
they possess a great deal of previously-un-
used- monopolistic market power over their
scarce natural resource, What remains to
be demonstrated as clearly is what differ-
ence their abundant new resource of money
will make in the world’s financial and politi-
cal life.
. While it isn't as obvious as watching
one's wallet flatten faster at the gasocline
pumps, the higher prices could prove a pe-
culiar answer to one prayer of economists:
that there be more savings so that the
world’s massive investment need can be
imet in a non-inflationary manner. Most of
us might have managed to spend the exfra
gasoline money on other consumer goods. !
But the oil producer states are much lile!
one small, super-rich family, which simply!
can’t spend all its income.

Having = forced savings plan im-
posed by foreigners isn’t pleasant for in-
dividuals, of course. But the bulk of the
money must at least flow back into
Western industrial countries as a group,
because the West is where the dividends
and interest can be earned. Already,
some Furopean analysts say, this extra
capital is holding down interest rates in
the London-centered Eurodollar market,

recede.

Another side-effect of the Arabs’ new
command over capital movements is the un-
expeciediy early dismantling of Western na-
tions’ barriers to free flows of money. The
U.8. cnded its capital outflow controls
partly to ease fears of Arabs and other for-
eigners that they might have trouble repa-
- triating money they invest in the U.S., and
,Germany could lower its anti-inflow hurdles
because the drain of cash for oil imports is
apt to offset any inflationary inflows of for-
eign funds.

Less benignly, the spectacle of the Arabs
rapidly becoming rich is making Western
nations fee} poor, at least too poor to be pa-
‘tient about donating foreign aid. Whether
the Arabs will step mantully into this gap,

thus making it easier for U.S. rates to |

CPYRGHT

[even to the extent of offsetting the extra
iburden on oil-importing poor countries, is
one of the most pressing questions posed by
their suddenly changed condition.

They stand to be increasingly able to af-
iford foreign aid, but they’re not sure that
there's much in it for them. Their poor
black African neighbors to the south are the,
most logical recipients, but politically fic-.
kle. As the Arabs are well aware, Israel de-
Lpted much foreign aid effort to Africa for
bars, without preventing a rapid parade of
Feak-offs of diplomatic relations when the
ctober war broke out. .

The foreign aid question would be
easier to answer if it were purely a hu-
manitarian matter. Or if the Arabs pos-
sessed the usual attributes of ald-donat-
ing powers, such as the mighty indus-
tries, manpower and political cchesive-
ness of the U.S. or the Soviet Union.
Under thosc conditions, foreign aid can
be one more tool of market penetration
and political persuasion.

The same considerations apply. to the
ster sums which the Arabs will be under
ihternal pressure to profitably invest
broad. Until now, one could be pretly sure
at a creditor country would also be a
rong and mature military-industrial
wer, as the U.S. or Britain before it. The
orrowers have been the smaller, weaker
nds. -

O e

paking right injected a useful measure of
rderliness and predictability into interna-
fional debtor-creditor relationships. The re-
bersal of customary financial roles, though,
shers in a new and potentially unsettling
ra, to which all parties may have some dif-
iculty adjusting. . )
1t is well established in the International
Monetary Fund, for instance, that the
blayer with the most chips also has the most
lout, while countries compelled to plug dei-
cits by borrowing must conform policies to
breditors’ wishes, Should the Arabs some-
Hay insist on a high official gold price or an
bnd to floating exchange rates, they’d have
he financial wherewithal to mischievously
remind the West of the reversed roles.

But the adage about money not being

everything would seem to apply here,
l too. “Is J. Paul Getty the most powerful
mahn in the world?’’ rhetorically asks a
Western diplomat. The fear among-
Arabs that overly-ambitious embargocs
could provoke a swoop by Western para-
troopers seems an earnest one. But the
oil under their own soil is a very secure
assct indeed in confrast to their billions
of dollars in foreign banks.

Especiauy(s;s their petroleum phases out,
the Arabs will become vitally dependent on
the goodwill of industrial powers in-treatingy

Whether the Arab riches will spoil some!
vast eternal plan depends on one's own|
perspective. But the new situation suggesis
that if there is any such plan, it consists
bolh of immutable principles and scrappa-

hle chanters

Fairly or not, the age-old axiom of might '

ICHARD, F". JANNSEN |

Wall Street ~Journa
11 March 1974

their financial assets as sacrosanct. To rely
on foreign investment being safe fcr 50 or
100 years in the future, sighs a senior Euro-
pean diplomat, is to “‘assume a standard of
international behavior unknown in history.”
Should they scek to throw thelr financial
weight around too aggressively, he adds om-}
inously, swiftly-enriched small countries
such as Kuwait “could be the world’s firsl
eivilizations to go from mud village back to

mud village in less than a ccmury.'_’__,[
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S onrorge
Iranian Official, at U.N., D_oubts}

Oil Price Will Continue Big Rise

By XATHLEEN TELTSCH

Special to The New York Times

200010001-3
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’ Inu the Assemoty wiacre min-

isters continued their policy
statements  before  dwindling
audiences, Foreign Minister Ru-
dolf "Kirchshchliger of Austria
declared that an extcnsive sci-
entific effort would have 1o be
made to develop alternative
energy sources and urged this
he_undertaken by the Interna-

UNITED NATIONS, N. Y.,
April 22-Iran's Finance Min-

TSLeT 540 Wouny vt 1
foresee vast increases in oil
prices, but he cautioned that
there would be some indreases
unless the_industrialized coun-
tries controlled “galloping infla-
tion.”

meﬁ‘.ﬂ_“s energy cril-
'sls accomplished nothing else. It did
provoke thorough and up-to-date stud-
ies of the role of fuel in a complex
modern world and the implications of
6l to the economics, commerce and
diplomacy of hoth petraleum producers
¥nd industrial consumers,

Y The| most recent- study, completed
after a late March mceting of Japanese,
North| American (US.A. and Canada)

conclusions that are on the whole
Heartening although predicatid on cer-
 tain contingencies. :

épirerﬁ by the Brookings Institution, is
that neither true ptact nor another

major conflict will break out in the

technological breakthrough, altering
the energy picture, can.be envisioned
Between now and 1985. .

i ahd fundamental conclusioh is that
tindlateral actions will not solve the
roblems posed, which must be faced
én a 1multilatera} basis. It Is arpued,
“Uncoordinated national ‘efforts 1o
deal with the economic impact of
higher oil prices would be ineffective
or worse.”

" 1n order to improve their basic bar-

industrialized nations should consider
establishing 8 data bank in which all
oil transactions would be recorded. It
is also proposed they should agree
that nll bilateral deals would be sub-
ject’ to scrutiny and possible criticism
by the Orgenization for Economic Co-
Qp&t&tion and Development (OECD).
Béflondihese specific recommenda-
tions, the experts conclude the world
isn't faced by an imminent energy
shortage and, if prtions act wisely,

Industrial lands are cautioned to avoid
confrontation with oil exporting coun-
tﬁ‘cs.i '

urged to help developing nations meet
the problems postd to their economies
-hy zooming prices. The thente is in-
‘ternational vooperation in all aspects
because efferts to go-it-alone could
~prave “trneflective and self-defeating.”

The study divides petroleum export-

The Iranian, Jamshid Amou-
zegar, who has been serving as
chairman of the Organization
of Petrpleum Exporting Coun-
tries, said at a news conference
that ho hoped the United Na-
tions General Assembly’s ses-
sion on raw materials and de-
velopment would. sct up &
special fund to help couniries

Dr. Amouzegaf denied that
Iran had unilaterally raised the

he Organization of
Petroleun] Exporting Countries.
- The prfce of oil has now

reached g level comparable to
that of gther ecnergy sources
and shoulll keep pace with such
alternativps as coal, oil shale,
tar sandqd and nuclear power,
he declar :

the price too high

tries to .
clear deydlopments without re-

would pup pressure on coun-{from wWhich aluminum Is cx-
sh ahead with nu-Jtracted| and said this new
groupinp should work toward

tional Atomic Energy Agency,
baseéd ih. Vienna. & g‘ v
Another spcaker, Foreign
Ministe} Njoroge Mungai of
Kenya, Jurged the oil-producing
countri¢s to use their new al-
fluence| to become “pionecers”
in settihg up a world fund to
increasd food production,’par-
ticularly in the drought-strick-
en courtries of West Africa,
Austfalia hailed the establish-
ment lapt month of an organiza-
tion of| some major producecrs
of baukite, the raw material

#nd Furopean experts, has produced .

_Thel assumption of this teport, in- |

Middle East and that no important |

gaining position, it is suggested that

cwn avold continucusly rising prices. |

oy rej
Both importers and exporters are|if ..., o' This stimulates a divided

most affected by the rise in oil
prices. e conceded, however,
that there had been little prog-
ress so far. The three-week
session went into its final week

said.

gard for
cnvironmg

dequate health and]securin

the conpumers.

fair returns for the
ntal safeguards, he|producgrs and just prices from

today. ..
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| [ xuwait and Libya) irv to conserve
14 their oil reserves by rationing. “Resid-
ual suppliers,” headed by Saudi Arabia,
i leasily the largest prodicer, comprise
the third group. In terms of funda-

there i§ among consumars: for exam-
ple, befween the US.A, France, the
‘|Netherlands and Japan.

“The same distinction_ helps under-
|stand Middle East differences with
regard to formulatipg 2 common pol-

among those with little petroleum,
like Egypt. Iran (easily the largest
cuppliet among the “maximizers"),
“Jsaudi Arabia (the super-producer) and
i [Egypt (not a petroleum exporter) have
"|parailel policies that tend to sym-
* Ipathize with United States approaches

energy. Iraq is pro-Soviet. Libya and
. JAlgeria are anti-monarchic. ’

tinually be recalled is that West
Europe and Japah depehd largely on
Middle Eastern oil whereas North
America is on the verge of self-

"|consumers® approach because, the re-
port. says: ’

“Europe and .Japan,. being more
depéndent than the United States on
:|Arab oll and less sensitive to the de-
Isire¥’ of Isracl, have naturaily had a
different perspective frorr ghat of the

ing nations among three groups. Six .
Jtend to maximize production. Two’

mental policy, this indicates as-much .
of & division among producers as .

icy—both ~among oil suppliers and

to both Middle East prablems and {o

. Another distinction that must con-’

balancing Soviet power -id On pro-.
xqotfi_ng Arab-Israeli settlement.” :
‘PBoth oil-exporters and ocil-importers
are split by contrasting4dcologies and
differing economic requirements. Egypt
can.sway somé exporters although it
doesn't itself speak as a member of
the club. And the Sadat Government
in ‘Cairo has swung toward 2 pro-U.S..
stance that brings it closer to such
conservative monarchies as Saudi
Arahia-and fran with respect to Soviet-
American rivalry. '
The study can profitably be read by
Middle Eastern governments because
it hints at changes in oil-producer and
oil-consumer relationships, conditioned
ultimately by internal and external
. ambitions of nations in each bracket,
It is also evident to petroleum export-
ers that imminent French elections
may have an effect on the oil equation.
: Any French Government formed in
May will probably prove less inclined
to pursue a go-it-alone petroleum pol-
jcy than the Pompidou regime. There-
foreé the consumers may feel encour-
aped to move more speedily than in
the past toward the kind of multi-
iateral approach to energy favored by
the tricontinental conference, just as
the producers find their own differ-
ences in approach, already discernible,
are becoming more evident.
~What must be avoided by both sides,
as this shift develops, is any tempta-
tion to a confrontation in which ci.her
exporters or Importers seek to press
a tactical bargaining advantage.
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Lower Consemption and Higher Prices

By WILLIAM D. SMITH

Apparently Bring About Surplus

Barring any unexpectled £Vents,

there should be no shortege of
rmaj.;r petrolrum products ciia-
ar in “he United States or (o0
warld daring the rest of u.2
year, sccording to industry and
other sources. .

This nntimisic forecast could
be threatened if the Arabs re-
imposed their oil embargo, by
more production cutbacks or a
return to old tsage patterns
that would eliminate majer sav-
inps resulting from ccnserva-
tion practices.

Indeed, the slowdown in con-
sumption around the world
caused by conservation meas-
ures and sharply higher prices
for gasoline, hcating oil and
other products seems to have
swoung a tight worldwide oil-
supply situation to a surplus.

Demand Is Off
awrence Goldstein,
economist for the Petrnlcum
Industry Rescarch Foundation,
said:

in the first quarter, while pro-
duction is crecpirg up at a
fasler pace then expected.”

oil campanies indicated
they had similar indications.

istration's jates: forecast had

17.2 mililen barrels a day
1673,

rccqrdcd. althoush
prelimirary  fipures, in
countrics of the world,

most

.{per

senior

figures for the year to date are
nat yet exact there would ap-
pear te be o definite slight sur-
plus at the moment in crude oil
world-wide. Demand is off any-
where between 3 to 8 per cens

A spot check of the majori
that|

Tbe Federal Fnersy Admin-

actual demand in the United
States at 16.1 million barrels a
day, compared with a demand
rate for the period anlicipated
before the Arab embargo of
17.9 million barrels a day, and
an actual average demand of
for

Similar declines have been
based on

I Demand for_pasoline, heating

No U.S. or World Cil Shortage Seen This

Oil Produciion By Leading Countiries

{Miiliops qf barrels a day)
‘Middle East and North Africa

Tad Deen 10 10 20 DY CoNt &
year.

A watmer thar  ronmal
winter in the United States and
Earcpe  coriributed  consider-
ably to the decline in vsage,
but conservaticn measures as
well as sharp price increases
prohahly played a more i nor-
tant role.

John Lichtblau, who heads
the Petroleum Industry Founda-
'tion, predicted that the United
;States should have no prob
ilems with any shortages of oil
!products tuis year. He said that
.0il imports would average
isbout 3.3 milion barrels of
crude during the second guar-
ter of 1974 and exceed four
million during the third quar-
ter, alowing the nation’s re-
fineries to operate at around 91
cent of capacity. This
should provide enough gasoline
even during the peak driving
period to meet even a slight
increase in demand he said.

Evidence that world cil ship-
ments were returning to nor-s
mal figures came at the end
of last week from the Federal'
Energy Administration, which
reported that imports of crude
o for the week ended Ma?r 3
iwere at a rale of 3.99 million
iharrels a day, the highest level
'eg far this year. )

The agency said that the!
tatal was 974,000 barrels a day
ahove the preceding week and,
was the largest weekly gain
this year. Most of the increase
was caused hy a higher level
of imports from Arab countries.
Shipments from the Arab coun-
tries 651,000 barrels a day in
the latlest week compared with
137,000 barrels a day in the
preceding week.

Total imports including pe-
trolcum products averaged 6.5
million barrels a day, the first
time the total has exceeded six
million barrels this year.

“Although consumplion
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|1s72 Seol. Nov. .G.r;ri!
1973 1873 1874
Pthers Sept. Nov. Apris
1972 1973 1873 1974
VENEZUELA 3.2 3.4 3.38 .31
NIGERIA 1.8 2.4 2.2 2.3
INDONESIA 1.0 1.39 1.46

Year
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T “addition, Tilie TAmerican]”

lion of crude oil and condensate
otaled nine million barreis a
Hay in the latest week, com-
bared with 8.37 mitlion barrels
h day in the week a year ear-
ber. This represents a continu-
Jng trend brought on by a de-
‘kline in productivity of the na-
ion’s major producing wells.
Irhere is some hope that the
higher prices for oil now bein
paid in the United States wi
besult in a small reversal of this
rend or at least prevent further
prosion.

Irat. Pace at Record

Overseas, some of the Middle
astern producers, but not all,
ave increased output. The ma-
or factor, Saudi Arabia, with
he world’s largest oil reserves,
as rtaised her output to 8.5
illion barrels a day from a
mbarga low of 6.5 million and
prescmibargo-September Tate

day,

ment.

ply appears

joil aund
‘France 11 per cent and Britain
,company’s cstimates.

44 P
loi this year, but in recent years
‘the increase in consumption

residual oil. in West
Germany was off 6 per cent,

.12 per cent, according to one

Consumption in Japan rose
or cent in the first quarter

Petroleum Institute’s figures for
the four weeks ending May 3
showed that for the first time
this year imports of crude oil
and products exceeded 1973
totals,

Production figures tell sever-
al interesting stories. -

In the United Slates produc-

t

mally

raq is producing at a ncar peak
market

f 2.1 millon barrels a day, and
bu Dhab is close to 1.5 million
arrels a day—both ahead of-
evels hefore the embargo
gainst the U.S.

] Kuwait and Libya, on the
bther hand, are producing at
ronsiderably less than their

product prices.

pre-cmbargo  pace.

given conservation g
but both countries,
sparsely populated,

'revenues than they
to do with at the
Iran, a non-Arab
the middle East, ig
'at a record 6.2 mil
a day, while Nige
leading producer,
roduction to ncar
arrels a day, alsofja record.
Indonesia has rai
tion to 1.46 millio

production output i .
5 per cent to consefve natural;
gas, according to tfe Govern-,

Nonetheless, on b:

{tn

ahead of reduced ddmand. :
Docs this mean a
- trecord prices for gs

29~ miltionbarrets -a day.~—theating oil, which
take place
environmerg?
unlikely, according
dustry analysts. Th
the strength of thef Organiza-
tion of Petrolcum | Exporting
Countries would pgevent any
major price declin
oil, thus putting a

The Kew York Times/May 13, 197

oth have
2 reason,
nich ars
ave more

now what
oment.

ountry in
producing
on barrcis
, Alrica's
s pushed
.3 milhion

ance, sup»;
e slightly

wering nf
oline and
ould nor-
a free-
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An QO ptimi’st‘ (51‘1 Energy

Yale Professor Projects Long-Term

Growth for Economy With New Fuels

By LEONARD SILK

Professor Nordhaus is hopeful,
but he recognizes that his hope

tidn, :

handle many uncertainties such
ag the real amount of recover-
abile eossil fuel reserves, the
cast and arrival dates of future
energy technologies, political
mbneuvers or wars, eegree of

To paraphrase the folk sing-
er, “Where has all the gasoline
Lgone?” The Shah of Iran says
the United States is getting as
much oil as it did before the
embargo, but President Nixon
" and William E.
Simon, the energy
administrator, say
they know how
much oi] we are
not getting. Public
confusion over the energy,
crunch  persists despite the
‘President’s  assurance that,
“while [the crisis has been
passed, the problem remains.”

How long will it last? Until
summer,% as Mr. Nixon suggests?
For a few years, as Mr. Simon
has warned? Of for the next
sentury, as such pessimistic
scholars| as Prof, Jay W. For-
rester and Donnella H. Meadows
of M.IT. believe? '

Some | time before the end
of the 21st century, the pessi-!
'mists have predicted, this pe-/
troleum-based economy will|
collapse; unless growth is
stopped |and lifestyles drastic-
ally changed.

However, on the basis of a
new ecqgnometric study of the;
energy problem, Prof. William’
D. Nordhaus, an economist at
Yale University, is much more
optimistic about the long-term
outlook [for the supply and de-
mand of energy.

: Nordhaus, who has

Economic

Analyisis

Professor
set forth his findings in “The
Allocation of Energy Re-
sources,” published in the cur-
rent issue of Brookings Papers
on Economic Activity, gets the
United States through at least
the next two centuries without
any significant slowing of the
long-term growth rate due to
a shortage of energy. Beyond
that, he is counting on breeder
nuclearlreactors and other new
energy [technologies to carry
the economy into the indefinite
future, |

His basic model shows how
society will leapfrog from tech-
nology to technology in the
decades; ahead, as lower-
cost energy sources are ex-
hausted and give way to
;higher-cost sources.

A jump occurs whenever the
cost curve of an old technology
“kisses’’ the cost curve of a
‘new technology.

Based on the assumption of

“efficient markets” for allocat-i
ing energy resources——that fis,;
competitive markets with free-
flowing international trade—
econometric the Nardhaus mo-
del predicts that.the United
States will contijue to rely
heavily on domestically pro-
duced petroleum anatural gas
for the rest of the nineteen-
seventies.

These domestic sources are
already drilled, extraction
costs -are cheap and transport
costs are low, But domestic
petroleum resources will be vir-
tually” exhausted - 1980, ac-
cording to the Nordhaus model.

In the following two decades,
from 1980 to 2000, the United
Stafes is expected to rely al-
most entirely on imported pe-
troleum and imported natural
gas, However, this energy de-
ficit will' put a heavy drain
on-the United States balance
of payments, amounting to $20-
bilkion annually.

It will also involve heavy
dependence on foreign coun-
tries that could be politically’
unerliable and that could ex-.
ploit a monopoly selling posi-
tioh—as the international oil
cartel is currently doing. ‘

After the year 2000, the
Nordhaus study finds, the
American position may im-

" prove sharply. Imported petro-

leum and gas will lose markets
to coal and shale, augmented
by light-water nuciear reactors.

The world energy market,
through the first part of the
21st century, will be in-
creasingly dominated by United
States coal and shale oil re-
serves. |

As the 21st century wears’
on, the breeder reactor will
gradually take over—possibly
augmented by other new,
energy technologies such as
solar, geothermal, gravitational
or.unimaginable.

. May Uncertainties

Shale oil and liquefied coal]
will still be used for trans-
portation through 2120, but
thereafter all the fossil fuels
will have been exhausted.

The economy will then have
to :run on an electric hydrogen

technology or some other exotic f

technology with . a resource

base that is virtually infinite— B

it high industrial civilizations
are to survive. On this point,

¥réedom or momopoly in the
Hamestic and world market and
brvironmental policies.

¥et the econometric model
a5 some fascinating stories to
e, on the basis of its esti-
ites tf-predicted prices, pro-
fuction costs and market-deter-
hined royalties on existing de-
bletable resources.

One such story is the delay
bf- substantial nuclear genera-
ion of electricity until after
he year 2000, whuge Govern-
hent subsidies are responsible
or the present Hmited use of
quclear generators.

Even with heavy Federal sub-
idies, nuclear fuel accounted

Rapidly rising prices 'of nu-
lédr generating equipment will
low. the introduction of nuclear
echnology. And serious prob-
ems of nuclear waste disposal
emdin to be solved if the
witchover to nuclear is 4o
gome as soon a3 the Nordhaus
hadel projects.

The single most striking re-
qult of the Nordhaus analysis

lapks a firm scientific founda--i
“The Nordhaus hodel cannot

5 the huge difference between
the actual and “optimal” prices|'
roleum, It finds that, even|:
efore. the Arab-Israeli war of
ober, 1973, and the subse-
quent run-up in oil prices, ac-
thal petroleum prices in. the|
nited States were far above
rofessor Nordhaus's estimate o
hat long-run competitive sup-
Qly prices of petroleum would|
ive been, . . '
In 1870, he finds, the price|
crude oil in this country|
as $3.23 a barrel against his|
pleulated efficiency price of|:
1.20—a markup of 169 per
Cent over cost. Economists who
pve studied the Nordhaus|:
pta believe that the gap is|'
thue mainly to oil-import quotas|,
et 1o prevent foreign price
cpmpetition) and monopoly|:
¥icing as administered by the
lexas Railroad Commission and
g small number of interna-
tjonal oil companies and pro-
dueing countries, :
Since the October war, the.
artual price of crude oil has
bared much higher above the
§ng-Tun supply price. To some|
onomists this suggests that
Al major break in oi] prices lies
gad. :
Professor Nordhaus figures
phat  the optimal monopoly

!
:

4]
P

AN

profits, the present monupoly:t
price in excess of $11 a barrel;!
is far too high. He calculates
that the optional monopol
price for the long run would
have been $4 a barrel in 1970(
~—a price that would gratdually
climb with inflation. (The com-
petitive optimal price would
have been only $1.20 in 1970.) -
What policy conclusions|,
emer%e from the Nordhaus
study? L
One’ is  that, as long-run|
policy, it makes mo sennsge ta
jack up the prices of energy
products for the p of
artifically preserving energy
resources. At existing yields on
mvestment, averaging about
10 per cent, it would be wiser
to put cheap resources to work
now and use the real resources
‘thereby saved to develop syn-
thetic fuels for future use,
. Professor Nordhaus’s find-
ing that current prices of crude
oil and gasoline are far above
their long-run competitive
supply prices - implies that a
policy aimed at further. ind
creases in the long-rum price
of oil and gasoline would g0,
in the wrong direction.
Jsolation’s High Cost
His study appears to contra-|
L sell-sufficiency in energy
(President Nixon's “Project Ign
dependence”). If free trade in
energy is ruled out-—because
of political risks—the alterna.
tive of national self-sufficiency
costly, amounting/

Teem

will be very
to an average of $16-billion al
¥:ar ot;er the next 20 years,

I a staggering tota 2-
brillion, oo e Wil of §3.2

it would be a Iot cheaper
t0 engage in international trade
and use a big slice of the say-
ings .(even as much as half
of them, or $8-billion a year)|-
to finance an oil storage” prc-|.
grem to cover, say, four years'|
oil imports while holding some|:
United States oil and gas re-|
sources on sfand-by reserve,
ias recommended by the Shuitz|
ireport on oildmport controls|’
of 1969 — which the Nixon|
Administration rejected, )

The main thrust of the Nord-|i
haus study is that “we should|
not be haunted by the specter|:
of the affluent society grind-|;
ing to a halt for lack of energy|:
resources.”

In these gloomy days, every
bit of cheer is gratefully re-
ceived—at least until the oppo-
sition knocks it down.
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Il. SELECTED CURRENT INTERNATIONAL
ECONOMIC ISSUES

Chapter 1—SOME IMPLICATIONS OF THE ENERGY CRISIS FOR
THE UNITED STATES AND THE WORLD ECONOMY

Ensuring Adequate Energy Supplies

Until recently, the United States met virtually all
of its energy needs from domestic sources. This self-
sufficiency gradually eroded during the postwar
period as foreign sources offered petroleum at prices
below domestic prices and our domestic energy
production failed to keep pace with our rising
energy consumption. As a result, in 1973 we im-
ported more than 15% of our energy requirements.
The Arab oil embargo exploited this vulnerability.
So that the United States does not become depend-
ent upon foreign sources for our crucial energy

. needs in the future, the President has declared our

national commitment to achieve the capacity for
self-sufficiency in energy by 1980—"Project Inde-
pendence”.

A confluence of events has led to our increasing
reliance on imported petroleum. US demand for
all forms of energy has been accelerating since 1960,
reaching nearly a 5% annual growth rate during
167-73. At the same time, our domestic produc-
tion of crude oil, gas, and coal has leveled off or
begun to decline. As a consequence, our new energy
needs of recent years have been met through im-
ports—primarily of petroleum. During the 1960s
our oil imports increased only 6% a year, but since
1970 they have risen 18% annually. (See Figure
36.) Our domestic oil production in 1963 covered
most of our censumption, while in 1973 it met only
63% of our needs. )

Qur growing reliance on imported energy also
extends to natural gas. Domestic gas consumption,
beewuse of its low rezulated price, has risen sharply

totio point where gas ndw Safsfies abhaut one-third

oF America’s total energy needs. At the same time,
e low controlled price reduced incentives for ex-
plaration, with the result that discoveries of new
resorves have not kept pace with production.

Unless domestic exploration and production can
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once again be increased, the United States may have
to rely upon larger and larger quantities of im-
ported natural gas in liquefied form. In order to
avoid increasing dependence upon imported lique-
fied natural gas, action on the Administration’s
proposal to deregulate the price of new natural gas
at the wellhead is vitally important. This mcasure
will stimulate the needed increase in domestic pro-
duction of natural gas and, over the long run, bring
demand into balance with supply.
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| a cooperative approach internationally,

The c¢mergence of the United States as a major
‘energy importer comes at a time when other indus-
trialized arcas, especially Western Ewrope and
Japan, are also sceking increasingly large volumes
of imported energy to fuel their own expanding
economies. (See TFigures 37 and 38.) With the
‘advent of the United States as a major competitor
{or these resources, demand for the world’s known
‘petrolcum reserves has grown substantially, with
brisk competition among the industrialized nations.

In 1973 oil producers took advantage of tight
" supply and heavy competition for resources through
“two major actions. First, in a move directly related
to the Arab-Israeli war, the Arab oil nations em-
- bargoed oil to the United States and the Nether-
' lands, and reduced supply to other customers,
highlighting the significance of the Arab countries
in the world supply picture. Second, the Organiza-
tion of Petroleum Exporting Countries (OPEC)
took advantage of their monopoly position and
crude oil prices nearly quadrupled during the past
year.

- Unless cooperative actions can be taken to mod-
" erate the price increases and to adjust to the dis-
' locations caused by them, both oil consumer and
- producer nations may find themselves in a worsen-
_ing economic position. As a first step in achieving
the Presi-

Energy Sources, 1872
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dent has invited a number of major industrialized
nations to a conference in Washinglon to discuss
the problems of ensuring adequate energy supplics
at reasonable cost.

Short-term Constraints on Expanding

Oil Supply ’

There is little that major industrial nations can
do immediately to reduce their dependence on
imported oil. In the United States, domestic non-oil
cnergy sources such as coal, nuclear power, and
natural gas will in time significantly increase their
current level of production. Alaskan production and
new discoveries in off-shore areas will not increase
domestic crude oil production substantially in the
next year or two, but output is increasing in tradi-
tional production areas, particularly from stripper
wells.

While imports supply about one-third of our oil
needs, Western Europe and Japan rely on imports
for virtually 1009% of their supply. (See Figure
39.) Even the North Sea production which will be
coming onstream in the next few years may amount
to no more than 15%-20% of Europe’s oil needs by
1980, and Japan has no comparable domestic
sources.

At present, the Middle East has proved oil re-
serves capable of meeting the growing import needs

. Figure 37
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of the United States, Europe, and Japan. As shown
in Figure 40, they have 62% of the world’s proved
supply, as contrasted to less than 11% in the
United States (including Alaska), Western Europe,
and Canada. The Middle Eastern countries, how-
ever, may not expand production sufficiently to
meet the short-run needs of the importing nations.
Kuwait, over a year before the October 1973 Middle
East war, had decided to limit production to 3
million barrels per day. Some Arab states argued
that their oil assets were increasing in value more
rapidly in the ground than they would as currency
in the bank. Another factor which may prevent
Middle East production from increasing to meet
the world’s oil needs is the use of oil as a political
tool.

US Steps To Increase and Diversify Domestic
Energy Sources

There is no reason why the United States can-
not become independent in energy. As President
Nixon has declared, the technical and financial
effort required will be comparable to that expended
on the Apollo program which put a man on the
moon. Nevertheless, it is already clear what steps

Hl-be-neeessary.

1. Construction in the next several years of
the long-delayed Alaska pipeline, which offers
the means of tapping our large Alaskan reserves
nwl compensating for production declines.

. Decontrol of prices on new supplies of
mtw al gas, to encourage the exploration which
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by 1980 should result in greatly expanded do-
mestic production.

3. A program to accclerate leasing of lands on
the outer continental shelf for exploration and
development of oil and gas reserves.

“4. A crash program of research and develop-
ment in economical techniques of coal gasifica-
tion and liquefaction, and development of shale
oil designed to make the vast reserves of these
energy resources available as fast as possible.

5. The passage of a national powerplant siting
bill to provide simplified procedures for the
siting and approving of electric energy facilities.
The speeding up of the licensing and construc-
tion of nuclear powerplants in order to reduce
the time required to bring them on-line from
ten to six years.

6. An expedited program of research and de-
velopment to speed the realization of the fa.
breeder reactor and other nuclear plan's.

7. Stepped-up Federal energy rescarch and
development programs for non-depletable power
sources (for the 1990s) such as geothermal, solar,
and fusion.

8. A massive conservation effort designed to re-
duce in the short term unnecessary consumption
of energy for electrical utilities, transportation,

home heating, industrial and commercial usage,
etc.

Expanding and Diversifying Our Foreign
Energy Sources

Although it will remain the goal of the United
States to achieve the capability for natiopal self-
sufficiency in energy by 1980, self-sufficiency does
not mean autarky or isolation. As President Nixon
stated to the Seafarer’s International Union on
26 November 1973:

We will continue to use [foreign] energy

sources whenever they are at the right price . . .

and that will expand. But we want to be in a

position so that nobody can cut our lifeline.

In other words, in addition to developing domestic
resources, we must diversify our international
sources of energy to the greatest extent possible
so that no one country or likely combination of
countries will be able to influence our policies by
manipulating the supply or price of our energy.
Nor is this the only reason for the United States to

maintain an outward-looking energy posture. US
companies can provide important international serv-
ices in exploration, development, and marketing of
new sources of encrgy. It is also in our interest to
sece new foreign sources of energy developed in
order to have adequate supplies of energy available
for international economic growth,
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The Rise of Oil Prices: Implications for the
World Economy

‘Export prices have now been divorced from fac-
tors such as costs and return to capital and are
largely determined by the producer governments.
Beginning in February 1971 with the Tehran Pact,
effective control over oil prices has rested increas-
ingly with producer countries working through the
Organization of Petroleumn Exporting Countries
(OPEC). Posted prices rose approximately 70%
between October 1970 and October 1873, In Oc-
tober 1973, the Persian Gulf producers announced
unilaterally that posted prices would rise another
70%: immediately. Libya joined them in announc-
Jing larger price increases. Nigeria, Venezucly, and
Canada—the threc largest suppliers to the United
States—also declared substantial increases in their
export prices—in some cases beyond those imposed
f@r oil fromn the Persian Gulf. Then in December,

the S of Tranannounced an behalt of the Persian

Gulf members of OPEC that the posted prices an-
nounced in October would be doubled beginning
1 January 1974. Current oil prices are shown in

“the table on the following page.

Price and Balance of Payments Impacis

The drastic increases in oil prices will have a
significant short-term impact on both the domestic
economies of all nations and on international eco-
nomic relationships. However, because a price
change of this magnitude for a basic industrial
product has no modern precedent, the extent of the
impact is uncertain. :

Impact on Domestic Economics
Even before the recent price hikes, many of the
world’s economies were already decelerating. It
was cxpected that growth would slow from its
recent exceptionally high pace to a more. sustain-
able one, where product shortages and inflationary

- pressures would cuse. The higher oil prices will
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PRICE STRUCTURE FOR SELECTED CRUDE OILS, 1 JANUARY 1974
(Sez elso oil price tables in Appendix B)
US $ per Barrel
(34° Crude) {34° Crude) (40° Crude) (26° Crude)

(Saudi Arabian) Nigerian Libyan Venezuelan
Persian Guif .
Posted price® . ........ ... .. 11.63 14.69 15.77 13.67
Production cost ... ......... .. 0.10 0.35 0.30 0.51
Government revenue ... ...... 7.01 8.73 9.49 8.59
Of which: ’
Royalty ................ 1.46 1.84 1.97 2.28
Profit tax .. ...... ... B33 = 6.88 7.42 6.31
Estimated oil company profits .. 0.50 0.50 0.50 0.50
Estimated sales price (f.ab) .. 7.81 9.58 10.29 8.60
Estimated transport cost?
(to US Gulf Coast) ........ 1.48 0.67 0.65 0.46
Estimated sales price (c.if.)
(to US Gulf Coast) ........ 9.09 10.25 10.94 10.06

' Djfferences in posted prices reflect differences in oil quality and transport costs.
3 Transport costs are assumed to be about the same as the average for 1973 (i.e., World-

scale 100).

accentuate this slowdown by reducing consumer
purchasing power, slowing demand for petroleum-
based products, and causing deferral of some busi-
ness investment as well as consumer purchases.
The result will be a reduction in economic growth,
somewhat higher unemployment than expected and,
of course, a continuing high rate of inflation with
increased oil costs adding to other price pressures.

The reduction of growth, however, should be
only temporary. The duration of the expected slow-
down will depend largely on the ability of each

“economy to adjust to the new price structure. Pro-

duction patterns in the world’s industrial countries
are now beginning to shift to meet demand for
products which contain or use less petroleum. The
prime example in the US is of course the shift to-
ward smaller automobiles. The investments needed
to make this structural shift will help to avoid an
economic downturn, and even to increase growth
in the near future. For these reasons, and because
of the general soundness of the world economy,
many observers believe that the economies of most
nations will begin to accelerate again during the
latter half of 1974.

This sequence will not come automatically. Gov-
ernments will have to carefully adjust their mone-
tary and fiscal policies so that they can help to
accelerate the structural shifts without adding fur-
ther inflationary pressures. Further, all nations must
cooperate to avoid a competitive trade war, which
could Jead to a serious reccssion: some nations
might be tempted to try to‘stimulate emplovment
during this difficult period by providing export
incentives or imposing import barriers, and such
“expurting of unemployment” could provoke re-
tfxliun':m by other countries.
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Impact on the World Economy

The price increases will also affect balance-of-
payments accounts and international financial mar-
kets. The consuming countries™ oil import bill will
increase dramatically this year if current crude oil
prices are maintained. At present consumption
levels, world oil imports would jump from $45 bil-
lion in 1973 to about $115 billion in 1974 or about
a $70 billion increase. Exporting countries’ revenues
will increase in 1974 to nearly $100 billion or
three-and-a-half times the 1973 level. As shown
below, the Arab states will receive about half of
the total revenue increase, with Saudi Arabia show-
ing the largest gain.

REVENUES FROM OIL EXPORTS
{ Billion US§}

1973 1974
Estimated Estimated

Total ... 27 95
Arab .. e 15 51
Saudi Arabia ....... ......... 5 20
Kuawait .. .. . 2 8
LAbY& oo 9 7
Algeria ......... .. ... ....... 1 3
Irag .. ..o 2 6
Other ........... R 3 7
Non-Arab ...... ... eeeen... 12 44
Tran ... e 4 18
Indonesia .................. 1 4
Nigeria ..................... 3 8
Venezuela .................. 3 11
(070 11=: S —— X .3

Most producers will be able to spend only a
small part of their increased revenues on foreign
goods and services. Even before the recent price
increases, the earnings of Saudi Arabia, Kuawait,
and the other small Persian Gulf states exceeded
their absorptive ability. Their imports and aid dis-
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burscmients will probably grow substantially in
1974, but by nowhere near the amount of the in-
crease in carnings. Other Arab producers have a
greater current nccd for oil earnings to finance
their economic development and military programs,
but even in these countries the magnitude of the
revenue increase and the normal delays in planning
make it virtually impossible to spend all revenue
this year.

The major non-Arab oil exporters—Iran, Indo-
ridsia, Nigeria, and Venezuela—will find it some-
what easier to expand imports immediately. For
the most part, these countries have larger popula-
tions and greater opportunity for economic diversi-
fication than do most Arab producers. Nevertheless,
thu revenue increases are bound in the short run
to outstrip the ability of even these countries to
absorb foreign goods and services. In all, oil-produc-
ing countries will probably have extremely large
surplu:es to invest or deposit abroad.

‘These available investment funds will flow mainly
ta oil-consuming countries. Some will be invested
in long-term assets such as real estate and secu-
rities. But because these types of investment deci-
sions take time, most of the funds will probably go
irito short maturity assets—such as Eurodollars—
and dollar deposit accounts. While the international
financial markets will be able to absorb these in-
vestment funds, their magnitude will probably de-
press interest rates. Lower interest rates should,
in turn, stimnulate new investments in productive

facilities.
‘ »

+
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The reflow of most 0il exporting revenues back to
the oil consuming countries will mean that, as a group
their overall payments position will be balanced. In-
dividual nations, however, may experience prob-
lems, since there is no necessary relationship between
a country’s higher oil import bill and the reflow
of funds from the producing countries. The US will
be in a fortunate position because it possesses sub-
stantial quantities of domestic oil and alternative
energy sources. The sharp strengthening of the
dollar in exchange markets in January 1974 reflects
in part the expectation that the US balance of
payments will be less severely affected than those
of other industrial nations. The dollar’s renewed
strength, however, is a mixed blessing: continued
appreciation of the dollar may reduce the com-
petitiveness of US goods in world markets.

Developing countrics face especially serious prob-
lems as a result of the price increases. The non-oil-

- producing LDC’s face an increase in their collective

oil import bill of near $10 billion this year, an
amount roughly equivalent to the total develop-
ment assistance being disbursed by developed coun-
tires. An undetermined but substantial figure must
be added for the impact of the incrcased prices
for imports which grow out of the increase in
energy costs. It may be that some of these countries
could borrow to meet increased costs, but, to the
extent they do so, their ability to borrow for other
purposes is reduced. The alternatives arc to reduce
their standard of living, receive more foreign aid.
or sec energy prices reduced.
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US Export Opportunities in Energy: A Spinoff

Although recent developments in world energy
supply have generated serious international prob-
lems, rising world consumption of oil and natural
gas has been a major factor in the steady and rapid
growth of US exports of energy-related equipment.
We believe that exports of energy-related manufac-
tures will ultimately be a major component of US
sales abroad. As we continué the necessary research
and development and investment to attain self-
sufficicney in energy by 1980, we shall find our-
selves exporting billions of dollars worth of equip-
ment such as natural gas liquefaction plants, cryo-
‘genic tankers, deep sea drilling equipment, coal
é;a,sification plants, coal mining equipment, equip-
ment to make fuel from waste products, energy
transmission equipment, fuel cells, hydrogen and
oxygen manufacturing equipment, magnetohydro-
dymnamic equipment, nuclear powerplant equipment
for breeder reactors, and eventually fusion reactors.

Petroleum-related Exports

Exports of drilling and other oil-field equipment
reached $600 million in 1973, more than 40% above
1972. These rapidly growing sales reflect increased
offshore drilling and greater drilling depths onshore.
Both developments contribute to the need for more
painstaking equipment quality control, higher re-
liability and increased sophistication, all areas in
which US suppliers excel. Eventually, a change in
deep-water technology will become necessary. In-
stead of working from surface platforms and drill-
ing ships, contractors will locate parts or all of their
operations on the ocean floor. In deep water, for
work to be performed efficiently, underwater work
chambers must be mated with the wellhead hemi-
sphere for installation, inspection, and maintenance
of flow lines and remote-control equipment. At
present, US firms appear to have a substantial lead
in developing the equipment and techniques for
use in recovering hydrocarbon resources at water
depths up to 1,500 feet.

Arctic engineering is another new area in which
US firms have taken a lead. Intensive work in the
Mackenzie Delta in Canada and the Canadian
Arctic IJands has prepared American firs to
undertualie diffienlt assiznments in permafrost areas.

While the United States will be exporting pri-
marily drilling and production equipment during
the rest of the decude, pipeline equipment, espe-
cially valves and compressors, will emerge as an
important market contender. As trade develops in
liquefied natural gas, the United States may also
be in a position to sell the cryogenic ships used in
intercontinental LNG transport.

Nuclear-related Exports

Economic planners in most industrialized coun-
tries had already included nuclear energy in their
medium-range and long-range planning to reduce
dependence on oil imports. However, recent devel-
opments in the oil supply and price picture have
accelerated these plans, The French have announced
that they will build no more fossil-fueled powe:-
plants after 1977. Japan expects nuclear energy to
supply 25% of its total electricity by 1983, a ten-
fold increase over 1972,

The American lead in nuclear technology and its
application provides opportunities for expanding
foreign earnings from sales of nuclear equipment,
royalties and licensing fees, engineering and con-
sultant services, and enrichment of wuranium f{or
nuclear plants abroad. Most of the commercial nu-
clear plants now being built abroad are installing
American-type light-water reactors. In many cases,
US companies have bid successfully for the basic
contracts to supply reactors, to provide architect-
engineering services, and to supply other equipment
and services. More commonly, foreign affiliates or
licensees of US corporations are in a favored posi-
tion to win the basic contracts, but in any case
there are substantial US earnings where US tech-
nology is being used. :

US private sales of nuclear equipment gnd en-
gineering were approximately $700 million in 1973
and are expected to grow to $2 billion to $3 billion
annually by the mid-1980s. Uranium fuel enrichment
services are also a significant part of US nuclear
exports and have high future potential. The revenue
earned from enrichment services from 1969 throuch
1973 is about $300 million. This is expected to in-
crease to $900 million per year by 1955.
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